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OPTIMUM  DEFENSE  STRATEGY  FOR  JAPAN  DISCUSSED 
Tokyo  VOICE  in  Japanese  Sep  83  pp  64—81 

[Article  by  Hisahiko  Okazaki,  Director  of  Research  and  Planning,  Ministry 
of  Foreign  Affairs;  "Basic  Strategy  for  the  Defense  of  Japan"[ 

[Text]  I.  Trend  of  World  Strategy 

To  begin  with,  let's  deal  first  with  the  problem  of  what  the  trend  is 
in  recent  world  strategic-thinking,  the  most  difficult  problem  to 
handle  logically. 

However,  for  those  who  are  in  a  hurry  for  the  conclusion,  it's  okay  to  skip 
this  first  section  and  read  on.  I  intend  to  write  so  there  is  no  obstacle 
to  understanding  the  article  overall  if  one  were  to  read  just  the  first 
paragraph  of  the  second  section. 

On  the  other  hand,  for  those  who  find  my  explanations  adequate  and  want  to 
get  a  deeper  understanding  of  the  origins!  text— based  discussions  of  world 
strategy,  I  will  quote  in  the  article  the  names  of  texts  that  will  provide 
useful  inforamtion. 

In  this  age  in  which  there  is  a  flood  of  information,  the  question  of  what 
is  the  most  Important  Information  is  something  of  which  I  myself  am  always 
conscious;  Among  the  limitless  number  of  articles  and  books,  which  are 
the  best  to  read?  And  in  them,  where  is  the  good  reading?  Therefore,  I 
hope  that  the  way  this  article  is  written  will  be  somewhat  helpful  to  the 
reader. 

Of  course,  the  articles  I  will  introduce  are  not  a  totally  exhaustive  list 
of  ideas  on  recent  world  strategy.  There  is  also  no  way  to  determine 
logically  which  articles  should  be  read,  because  there  would  be  as  many 
different  opinions  as  there  are  people. 

Having  said  that,  there  is  a  way  to  solve  this  problem.  It  is  a  good  idea 
to  read  at  least  those  items  whose  failure  to  be  read  [would  make  it] 
impossible  for  one  to  follow  a  conversation  with  European  and  American 
policymakers,  their  principal  opponents,  and  the  groups  which  surround 
them  (one  can  call  them  a  "milieu").  That  is,  if  Japanese  intellectuals 
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and  diplomats  always  have  just  such  an  Intimate  association  with  the 
leaders  of  the  world’s  principal  nations,  [Japan]  will  not  lose  sight  of 
the  international  situation.  However,  in  a  place  like  America,  the  groups 
are  many  complicated,  and  diversified,  and  there  are  Instances  where  it 
is  difficult  to  cover  them  all.  Furthermore,  since  these  groups  are  limited 
to  only  those  people  with  whom  I  have  been  inicontact  personally,  I  think 
it  is  best  to  understand  that  the  literature  I  will  introduce  here  is 
also  comprised  of  those  items , which,  from  a  personal  standpoint,  had  to 
be  read  during  the  past  2  or  3  years. 

"Arms  Which  Can’t  Be  Used,  Anyway" 

Western  nuclear  strategic  theory  has  continued  to  be  confused  in  recent 
years,  but  finally  there  is  a  feeling  that  some  consistency  has  appeared. 

Although  it  is  said  to  be  tonfused ,  the  most  superior  strategy  is  that 
which  has  most  accurately  and  keenly  reflected  the  state  of  the  military 
balance  at  various  times.  What  is  confused  is  the  change  in  the  military 
balance  against  which  the  strategy  is  set,  rather  than  the  strategy 
itself.  Frankly,  the  absolute  superiority  of  the  United  States  in  the 
balance  of  strategic  nuclear  capability  between  the  United  States  and 
the  Soviet  Union,  which  existed  in  fact  for  30  years  after  the  war,  has 
crumbled,  and  both  have  become  nearly  equal  (parity). 

Since  there  is  no  limit  to  how  far  one  can  look  back  ttppn  this  problems, 
let’s  think  about  the  meaning  of  that  while  looking  at  the  arguments  over  the 
past  year  on  strategy. 

In  the  spring  issue  of  last  year’s  (1982)  FOREIGN  AFFAIRS,  a  joint  article 
by  McNamara,  Bundy,  Kennan,  and  Smith  came  out  with  a  proposal  opposing 
America’s  using  nuclear  weapons  first  (no  first  use) . 

To  state  its  contents  briefly,  the  [possibility  of]  using  nuclear  weapons 
is  actually  disappearing,  so  [the  article  surmises  that]  it  would  probably 
be  better  to  state  flatly  that  [the  United  States]  will  not  use  them  first. 

This  article  has  been  received  in  Japan  as  if  it  were  a  part  of  the 
antinuclear  peace  movement,  but  in  reality  it  is  not.  First  of  all,  [the 
article  is]  just  saying  that  "nuclear  weapons  will  not  be  used  first,  but 
if  they  are  used  against  us,  we  of  course  will  use  them."  Put  another  way, 
nuclear  weapons  are  Indispensable  as  a  deterrent  against  nuclear  weapons, 
in  order  to  prevent  their  use  by  the  Soviets.  It  is  clear,  however,  that 
even  with  these  nuclear  weapons  as  a  deterrent  against  the  enormous  nuclear 
capability  of  the  Soviet  Union,  much  effort  is  needed  in  preparing  nuclear 
military  power  in  the  future  as  well.  Another  point  is  that  if  it  comes 
to  no  first  use,  we  must  be  protected  by  conventional  military  power 
against  conventional-military-power-based  attacks  with  tanks,  planes, 
etc.  Since  it  is  clear  that  Western  conventional  weapons  on  the  European 
front  are  at  present  inferior,  the  conventional  military  capability  must 
hereafter  be  strengthened.  The  main  point  of  the  article  is  that  even  if 
it  costs  much  more  money  than  has  been  used  to  date,  this  is  still  better 
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than  the  devastation  of  a  nuclear  war.  In  this  sense,  the  article  is  a 
theory  of  military  expansion.  Furthermore,  one  must  take  into  consideration 
the  efforts  of  one ^s  allies  when  it  comes  to  increasing  its  conventional 
military  capability.  This,  therefore,  is  one  reason  why  the  request  made 
by  doves  in  the  United  States  today  that  Japan  increase  its  defensive 
capability  is  so  strong. 

Why  is  it  being  said  that  strategic  nuclear  arms  have  become  "arms  which 
cannot  be  used,  anyway?"  That  is  because  the  United  States  and  the  Soviet 
Union  have  reached  parity  in  strategic  nuclear  arms. 

Since  the  time  of  the  theory  of  mutually  assured  destruction  [MA.D] ,  it 
was  expected  that  nuclear  arms  could  not  be  used.  However,  there  is  no 
literature  even  now  which  has  given  a  clear  expalantion  as  to  why  things 
have  come  to  the  point  where  weapons  cannot  be  used  with  the  arrival  of 
parity.  That*s  because  there  is  a  taboo  in  this.  There  are  many  taboos 
in  the  arguments  concerning  Japan’s  defense,  just  as  there  are  in  the 
international  discussions  on  strategy.  The  "need  for  U.S.  superiority 
over  the  Soviet  Union"  is  strategic  nuclear  amrs,  is  a  very  difficult 
matter.  It  must  inevitably  be  stated  in  some  form  or  other  that  the 
reason  for  saying  this  is  that  "America  is  a  good  country  and  the  Soviet 
Union  an  evil  one;  therefore,  it  is  better  that  the  good  country  he  strong 
in  order  to  keep  world  peace!"  This  is  something  that  cannot  be  said  to 
the  Soviet  Union  in  diplomatic  circles. 

However,  there  is  much  literature  which  does  imply  this.  A  speech  by 
Kissinger  on  1  September  1979  states  that  America  was  proud  of  its 
overwhelming  superiority  at  the  time  of  the  Cuban  missile  crisis,  and  "when 
one  thinks  about  how  easy  it  was  to  decide  policy  theh,  one  can  be  carried 
away  by  nostalgia."  President  Reagan  in  various  speeches  last  year 
pointed  out  that  it  is  historical  fact  that  when  American  held  overwhelming 
superiority,  it  did  not  attempt  to  start  any  wars  and  peace  was  preserved. 

Also,  when  one  extends  the  logic  inherent  in  the  idea  of  superiority  in 
nuclear  capability,  one  gets  the  idea  of  "winning  a  nuclear  war."  One 
of  the  things  which  is  said  to  be  characteristic  of  nuclear  capability 
is  the  fact  that  that  it  is  impossible  [for  one  side]  to  knock  down 
en  route  all  the  missiles  that  have  been  launched  [by  the  other].  Therefore, 
"deterrence"  is  a  term  which  is  based  on  the  threat  that  says  if  [they] 
strike,  we  will  strike  back.  It  is  not  the  traditional  idea  of  "defensive 
capability,"  which  says  not  to  take  one  step  over  the  border. 

Consequently,  the  term  "winning  a  nuclear  war"  signifies  the  "immoral" 
concept  of  ultimately  winning  through  the  annihilation  of  the  Soviet  Union 
despite  millions  of  deaths  in  New  York  and  Los  Angeles.  Thus,  since  such 
a  wary  cannot  be  waged  in  any  case,  logically  both  superiority  and  parity 
become,  in  the  end,  .the  same  thing. 

So  why  are  things  different  with  the  arrival  of  parity?  This  is  easier 
to  explain  when  viewed  from  the  Soviet  standpoint.  Once  a  war  starts, 
it  escalates  little  by  little  until  finally  there  is  a  nuclear  exchange. 


3 


As  a  result,  each  side  continues  to  receive  enormous  destruction  and 
the  Soviet  Union  loses.  In  this  scenario,  the  Soviet  Union  cannot  wage 
a  war ...  That  was  the  essence  of  deterrence  before  parity.  However,  if  as 
a  result  of  war  it  came  to  an  exchange,  the  Soviet  side  would  naturally 
think  it  doubtful  that  America  would  be  able  to  stop  the  Soviet  advance 
even  if  America  really  pursued  a  course  of  mutual  suicide. 

In  the  same  vein,  Kissinger  expressed  similar  doubts^ in  answering  a  question 
on  NHK  during  his  visit  to  Japan  in  March  of  this  year:  "[I]  do  not  know 
whether  saying  'We'll  commit  suicidel'  constitutes  deterrence  or  not." 
Harvard's  Huntington  said  the  same  thing  when  he  stated  that  "Previously, 
peace  depended  upon  the  rationality  of  the  side  being  deterred,  but  now 
it  depends  upon  the  irrationality  of  the  side  which  is  doing  the  deterring." 

From  the  Soviet  viewpoint,  it  previously  was  America's  nuclear  deterrence 
which  deterred  Soviet  conduct  that  was  rational,  but  now  deterrence  does 
not  come  about  except  in  the  possibility  of  irrationality. 

With  the  situation  being  like  it  is,  strategie  theories  that  reflect  it 
are  coming  forth,  and  they  have  caused  consternation  nowhere  more  than  in 
Germany.  The  traditional  German  way  of  thinking  is  the  typical  MAD  theory. 
If  Soviet  troops  take  one  step  into  West  Germany,  war  will  Immediately 
escalate  into  an  all-out  nuclear  war.  As  a  "result,  every  German  citizen 
and  every  American  citizen  will  bear  the  same  risk;  hence,  the  formation 
of  a  alliance.  Furthermore,  because  of /.this  way  of  thinking,  "warlessness" 
and  detente  have  been  the  strategic  theory,  worldf'vlew,  and  diplomatic 
policy  of  the  Social  Democratic  Party  for  13  years.  However,  not  knowing 
whether  America  will  commit  "suicide"  or  not,  and  with  the  possibility  that 
war  could  be  put  on  only  a  European  stage,  the  story  is  different. 

In  the. Summer  issue  of  FOREIGN  AFFAIRS,  a  German  contingent  of  four  people — 
scholars  and  specialists — and  an  opposite  group  of  four  Americans  expressed 
arguments  that  ran  counter  to  the  traditional  theory  of  MAD.  Because 
strategic  theory,  as  has  already  been  mentioned,  is  something  tha.t  reflects 
reality  rather  than  alters  it,  the  military  balance  inevitably  changes  of 
its  own  accord.  In  Germany,  the  antinuclear  movement  gains  streh^th,  and  ■ 
even  withini the  Social  Democratic  Party— which  in  the  past  petitioned  the 
United  States  for  deployment  of  INF — influence  that  is  in  alignment  with 
the  antinuclear  movement  is  becoming  strong.  This  could  well  become  one 
cause  of  the  end  of  the  SDP's  13-year  reign. 

This  no-fir st^use  idea  has  a  fatal  shortcoming  when  it  is  taken  as  an  . 
actual  strategy.  At  present,  the  West  does  not  have  the  confidence  that 
it  could  defend  itself  against  a  conventional  Soviet  attack  unless  it  used 
nuclear  weapons.  Even  if  that  led  to  /mutual  suicide,  nuclear  weapons  might, 
by  chance,  be  used.  If  there  is  even  the  slightest  possibility  of  this 
the  truth  is  that  this  would  also  constitute  deterrence.  So,  Ultimately, 
[this  idea]  doesn't  receive  the  support  of  many  specialists,  and  the  West's 
public  strategy  has  not  changed.  However,  after  this  proposal  was  put 
forth,  the  general  current  of  the  specialists'  thinking  has  moved  ih 
the  direction  whereby  the  barrier  against  the  use  of  nuclear  arms  or 
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[nuclear  threshold] ,  would  be  raised  by  increasing  conventional  military 
capability,  especially  the  development  of  precision  weapons. 

The  supreme  commander  for  NATO,  Rogers,  himself  wrote  an  article  in  the 
same  Summer  issue  which  explained  that  the  defense  [of  NATO]  through 
conventional  weapons  would  become  possible  if  the  funds  that  are  committed 
by  NATO  members  to  the  defense  budget  were  raised  by  an  actual  4  percent 
every  year  Instead  of  the  current  3  percent.  The  various  NATO  committees, 
at  the  end  of  the  same  year  (1982),  did  not  come  to  an  agreement  on  a 
substantial  increase  in  the  defense  budget's  rate  of  increase,  owing  to  the 
fact  that  several  financial  authorities  were  struggling  with  budgets  in  the 
red.  On  the  subject  of  increasing  conventional  military  capability, 
focusing  on  precision  weapons,  however,  there  seemed  to  be  general  agreement. 

The  significance  of  conventional  power  was  logically  reinforced  from  a 
different  perspective  by  Howard's  article  in  the  Winter  issue  of  FOREIGN 
AFFAIRS.  In  searching  for  the  cause  of  the  popularity  of  the  European  anti¬ 
war  peace  movement.  Professor  Howard  of  Oxford  introduces  the  concept  of 
"deterrence  and  reassurance."  The  first  objective  of  strategy  was,  originally, 
to  prevent  enemy  attacks — i.e.,  to  deter.  Not  only  that,  the  populace  feels 
reassured  that  their  safety  is  being  protected. 

The  strategy  must  be  one  that  is  able  to  give  this  sense  of  reassurance. 
Essentially,  if  it  is  a  strategy  where  the  country  is  protected,  the  people 
should  be  reassured.  [Howard]  analyzes  that  the  reason  why  these  two 
[factors]  do  not  go  together  anjnnore  is  because  dependence  upon  nuclear 
strategy  has  increased.  As  strategic  theory  has  become  the  playground  of 
the  nuclear  strategists'  logic,  it  has  become  divorced  from  the  ordinary 
person.  In  addition,  decisions  of  war  and  peace  have  been  left  in  the  hands 
of  the  American  President,  a  foreigner.  Therefore,  the  so-called  notion  of 
national  defense,  which  constituted  one  of  the  sources  of  the  traditional 
nation  and  society,  has  been  lost  to  the  people  of  the  country.  As  a  counter¬ 
measure,  [Howard]  advocates  increasing  conventional  military  capability  and 
lessening  the  degree  of  dependence  upon  American  nuclear  deterrence,  especially 
with  the  nuclear  parity  that  presently  exists  between  the  United  States  and 
the  Soviet  Union. 

Having  read  this  article,  I  think  that  the  Anglo-Saxon-type  scholarly  attitude 
is  thoroughly  eminent.  [Howard  says:]  "Defenseive; power  essentially  is  some¬ 
thing  that  is  for  the  protection  of  the  country,  but  if  it  becomes  taken 
somewhat  matter-of-factly  when  peace  continues  for  a  long  time,  it  will, 
on  the  contrary,  come  to  be  regarded  as  a  cause  of  war."-  And;  "The  Soviet 
threat  and  the  nuclear  threat  have  become  two  separate  [notions],  and  it  is 
only  the  threat  of  nuclear  weapons  that  has,  it  seems,  become  strongly  felt." 
The  attitude  that  is  revealed  in  statements  such  as  these  does  not  dismiss 
the  kindi  of  themes  that  Japan  has  been:  tired  of  hearing  for  the  past  30  years 
as  being  the  gibberish  of  antiwar  advocates,  but  it  directly  analyzes  [the 
problem]  politically  and  sociologically  and,  moreover,  it  Indicates  concrete 
policies  for  their  solution. 
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It  is  probably  correct  to  say  that  there  is  a  consensus  in  the  academic  world 
on  the  importance  of  conventional  military  capability.  The  (ESECS  edition  of) 
’’The  Strengthening  of  European  Conventional  Deterrence,”  which  can  be  said 
to  include  most  of  the  representative  specialists  in  the  United  States  and 
England,  jointly  advocates  [the  idea  of]  no  early  use,  which  is  based  upon 
the  strengthening  of  conventional  warpower. 


From  a  Strategy  of  ”Retaliation”  to  a' Strategy  of  "Defense” 

Let  us  for  the  moment  get  away  from  nuclear  strategy  and  consider  here  the 
problems  of  diplomatic  strategy— i.e.,  how  to  deal  with  the  Soviet  Union 
over  the  long  term.  I  think  it  is  safe  to  say  that  there  is  a  consensus 
in  Euro-rrAmer lean  thinking  on  this  subject  also.  An  article  by  (Siara)  in 
the  Winter  issue  of  FOREIGN  AFFAIRS  will  provide  useful  information  here. 

As  this  article  also  recognizes.,  the  experiment  of  the  1970*  s,  which  expected 
a  Soviet  metamorphosis  because  of  detente,  failed.  The  expectation  that  if 
East“West  tensions  were  alleviated  and  Soviet  vigilance  eliminated,  Soviet 
efforts  at  military  expansion  would  also  become  relaxed,  and  that  if  East- 
West  economic  interchange  flourished  and  that  Soviet  domestic  standard  of 
living  Improved,  the  people  would  want  freedom  and  the  system  would  become 
democratized,  was  totally  betrayed  throughout  the  1970’s. 

The  period  of  detente  in  the  1970’s  was  precisely  the  time  when  the  Soviet 
Union  continued  wholeheartedly  with  its  large-scale  military  expansion  and 
caught  up  to  and  surpassed  the  United  States  in  many  areas.  Furthermore, 
it  would  not  be  an  exaggeration  to  say  that  the  general  antisystem  movement 
that  had  flourished  since  the  time  of  Khrushchev  was  suppressed  during  the 
1970’s  and  almost  eradicated. 

On  the  other  hand,  it  is  being  sai^  lately  that  the  Soviet  economy  will  fail 
at  any  time  now.  There  are  some  who  have  argued  that,  therefore,  Soviet 
military  expansion  has  peaked,  that  there  is  nothing  to  fear,  and  that  there 
is  no  need  for  the  West  to  get  so  worked  up  over  opposing  [the  Soviets]. 
However,  since  no  one  today  disputes  the  fact  that  the  Soviet  Union  has  the 
ability  to  continue  with  its  military  expansion  efforts  for  another  10  or  20 
years  at  the  expense  of  improvements  in  the  people's  standard  of  living, 
these  types  of  arguments  are  not  current  among  specialists.  Furthermore, 
the  thinking  which  says  that  if  the  Soviet  Union  is  in  financial  straits, 
it  will  in  time  suffocate  and  unavoidably  see  economic  liberalization  and 
compromise  with  the  West  as  its  means  of  escape,  has  come  to  be  seen  as 
something  that  cannot  be  expected  for  10  or  20  years. 

In  this  way,  the  consensus  of  specialists  which  has  gradually  taken  hold  is 
that  a  very  long-term  policy  is  required  in  dealing  with  the  Soviet  Union. 

It  is  recognized  as  a  historical  fact  that  neither  the  Nixon,  Ford,  and 
Carter  administrations ’  policy  of  detente--which  anticipated  Soviet 
moderation— nor  the  economic  embargo  during  the  latter  half  of  the  Carter 
administration  and  the  first  half  of  the  Reagan  administration — which  was 
to  enable  the  United  States  to  say,  "Give  up?”— went  very  well. 
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So,  what  is  required  with  a  long-term  policy?  Above  all  else,  it  is  the 
maintenance  of  peace  for  the  next  10  or  20  years.  In  order  to  do  this, 
to  borrow  the  expression. of  a  certain  German  specialist,  [mistakes  of]  both 
world  wars  must  be  avoided. 

World  War  II,  it  can  be  said,  occurred  because  England  and  France  did  not  pay 
sufficient  heed  to  Hitler’s  military  expansion  and  because  his  willful  acts, 
which  were  based  upon  military  power,  were  acquiesced  in,  one  after  another. 
Extrapolating  from  this,  it  becomes  apparent  that  we  must  endeavor  to  deter 
the  possibility  of  World  War  III  by  being  fully  prepared  against  current 
Soviet  military  expansion,  opposing  [the  Soviet  Union]  by  strengthening  the 
West’s  defensive  capability  and  by  severely  remonstrating  against  such  acts 
as  the  invasion  of  Afghanistan. 

When  one  looks  back  on  the  causes  of  World  War  I,  there  was  no  one  country 
that  was  especially  evil.  Despite  that,  Germany,  which  lost,  was  forced  to 
accept  very  harsh  surrender  conditions,  the  unreasonableness  of  which  was 
a  remote  cause  of  World  War  II.  The  reason  why  it  happened j  however,  was 
because  a  sudden  incident,  which  no  one  could  have  predicted,  occurred  on 
territory  where  the  interests  of  the  world  powers  were  intertwined,  and  the 
Great  War  erupted  without  adequate  communication  between  the  great  countries. 

When  one  considers  the  examples  of s these  two  great  wars,  [it  is  clear  that] 
first  of  all, , the  maintenance  of  sufficient  deterrent  power  is  needed  in 
order  to  preserve  peace .  The  strategic  theory  that  is  coming  to  be  considered 
commOnSense  today  says  that  that  deterrence  which  attains  both  deterrence 
and  reassurance  tlepends  not  only  upon  the  U. S.  nuclear  deterrent  capability 
but  also  upon  increasing  conventional  military  power  as  much  as  possible  in 
order  to  raise  the  nuclear  threshold.  We  cannot  forget  the  ironclad  law 
that  only  power  can  restrain  the  Soviet  Union’s  power-based  actions. 

Next,  [what  is  necessary' is]  the  enhancement  of  the  international  means  of 
resolving  disputes  quickly,  and  peacefully  so  that  unforeseen  situations  do 
not  escalate  and -develop  into  more  violent  confrontations.  To  do  this, 
it  is  necessary  to  have  adequate  communication  between  the  great  nations 
concerned  and  an  abundance  of  Information  on  the  situation  in  disputed 
territories,  so  that  accurate  judgments  can  always  be  rendered.  It  is  also 
necessary  to  greatly  promote  arms  reduction  negotiations. 

Arms  reduction  negotiations  are,  of  course,  beneficial  from  the  standpoint 
of  keeping  down  the  danger  of  war  due  to  excessive  military  competition, 
but  at  the  same  time  they  are  necessary; in  order  to  achieve  communication 
between  the  superpowers.  Even  if  the  superpowers  mutually  reduce  arms, 
strategically  there  is  no  reason  for  them  to  comply  with  the  arms  reductions 
as  long  as  they  do  not  feel  that  their  own  country’s  safety  is  not  being 
threatened.  In  the  past, , Japan  had  a  3  to  5  ratio  in  battleships  vis-a-vis 
the  United  States  and  its  situation  was  one  of  financial  difficulty.  But 
Japan  calculated  that  for  every  5  that  crossed  the  Pacific. and  attacked  in 
Japan’s  vicinity,  they  could  adequately  strike  back  with  3.  In  this  way  then , 
so-called,  arms  reduction  negotiations  are  a  means  for  the  mutual  understanding 
of  each  other’s  strategy,  meaning  that  the  ability  to  predict  how  each  would 
act  in  case  of  an  emergency  would  increase. 
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It  is  also  preferable  to  avoid  unforeseen  situations  in  lands  wherein  the 
influence  of  the  superpowers  does  not  extend.  Having  said  that,  however, 

[we  are]  talking  of  other  people's  countries,  and  there  are  limits  to  what 
can  be  done  from  the  outside.  Indirectly  over  the  long  term,  however, 
something  such  as  aid  to  developing  countries  will  contribute  to  the  economic 
and  social  growth  of  those  countries  and  also  will  be  effective  in  their 
stability.  Arguments  that  say  that  the  money  used  for  aid  to  developing 
countries  can  take  the  place  of  funds  used  for  self-defense  are  like  saying 
"When  the  wind  blows,  the  coopers  profit."  A  direct  link  is  impossible  to 
make,  but  it  is  also  not  completely  meaningless. 

Finally,  if  the  East-West  relationship  comes  to  be  [regarded]  as  something 
that  can  be  resolved  only  over  a  very  long  period  of  time,  this  is  equivalent 
to,  namely,  the  Khrushchev-declared  peace  competition.  That  is,  deciding 
which  of  the  two  systems,  socialist  or  democracy,  is  superior,  would  be 
carried  out  not  by  war  but  by  peaceful  competition.  If  it  comes  to  that, 
then  it  will  become. a  problem  that  concerns  world  economic  policy  in  general: 
How  is  the  economic  stability  and  growth  of  each  advanced  democratic  country 
and  of  their  mutual  relationship  to  be  maintained  in  the  future?  In  order 
for.  the  world  economy  to  circulate  well,  how  is  the  North-South  problem  to 
be  resolved?  To  go  further,  it  also  becomes  a  question  of  politics  in 
general:  How  are  people  to  be  convinced  that  our  democracy  is  not  rotten 
or  useless? 

If  the  discussion  comes  to  this,  it  is  no  longer  possible  for  anyone  to 
disagree;  but  to  return  once  more  to  the  East-West  relationship,  the  problem 
becomes  one  of  how  long  we  must  persist  in  this  manner. 

Frankly,  this  forecast  is  not  at  all  predictable.  What  is  understood  is  only 
that  we  probably  cannot  hope  for  any  obvious  change  in  a  short,  10-year  period 
of  time.  There  is  speculation  about  whether  the  Soviet  economy  will  reach 
an  impasse... or,  because  the  Increase  in  the  population  rate  among  the  Moslems 
is  larger,  if  a  race  problem  will  develop.  It  is  predicted,  however,  that 
Soviet  foreign  and  military  policies  will  not  be  affected  by  these  things  for 
another  10  or  20  years  yet.  It  is  said  only  that  "the  Soviet  Union  today 
uses  15  percent  of  its  GNP  on  armaments.  If  its  economic  growth  is  blunted, 
it  will  become  an  economy  that  devotes  20  percent  of  its  GNP  for  armaments." 
Certainly,  there  is  bound  to  be  an  effect  on  the  government  and  society  over 
the  long  term  if  the  economy  turns  bad.  However,  I  do  not -.think  that  the 
[resulting]  change  would  necessarily  be  limited  to  just  democratization  or 
liberalization.  T^he  idea  that  an  oppressed  people  who  can  no  longer  tolerate 
their  situation  will  rise  up  and  bring  to  pass  a  free  society  is  a  Western 
European  myth  dating  from  the  time  of  the  French  Revolution.  But  it  is  not 
necessarily  so .  Historically,  and  even  in  today ' s  world ,  there  are  hundreds 
of  countries  whose  economies  are  deadlocked  and  completely  helpless,  but  the 
most  common  solution  is  a  military  junta.  Actually,  even  the  French 
Revolution  itself  floundered  and  ultimately  became  a  military  regime. 

A  situation  where  the  fruits  of  a  revolution  are  seized  by  the  military  is 
exactly  what  is  meant  by  Bonapartism.  In  fact,  throughout  Brezhnev's  IS-year 
tenure,  the  voice  of  the  military  seemingly  became  stronger  with  each  passing 
year. 
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Certainly,  there  is  a  sense  that  the  future  of  conanunism  has  finally  been 
reached,  70  years  after  the  revolution.  No  one,  including  even  the  Soviets 
themselves,  believes  that  the  Soviet  mUde  of  economic  management  is  able  to 
achieve  the  highest  productivity.  Even  the  revolutionary  movements  of  Central 
America,  which  seek  liberation;  from  the  oppression  of  monopolistic  capital 
and  are  receiving  assistance,  from  the  Soviet  Union  and  Cuba,  do  not  think 
that  .  It ,  can  probably  be  said  that  no  country-even  the  Soviet  Union— any 
longer  thinks  that  the  ideology  of  Marxism-Leninism  is  the  source  of  social 
dynamism. 

However,  although  the  possibility  is  not  zero  that  such  socialist  systems 
will  change  and  become  free  and  democratic  nations,  it  would  probably  be 
safer  not  to  anticipate  [such  occurrences]  during  this  century. 

There  is  one  thing  that  can  be  stated  clearly,  however.  As  long  as  there 
are  no  extraordinary  situations  such  as  war  or  a  Great  Depression — and  even 
then,  if  they  last  for  a  short  interval — the  progressive  democratic  system 
to  which  we  belong  is  the  best  system  yet  attained  by  man.  And  it  is  a 
system  which  possesses  a  vitality  that  will  probably  continue  to  survive 
for  decades  to  come. 

Therefore,  there  is  no  other  way  but  for  strategic  policy  to  continue  with 
perseverance  for  the  next  10,  20,  or  30  years  to  maintain  a  sufficient 
deterrent  capability  to  prevent  the  outbreak  of  war  while  maintaining  the 
prosperity  of  the  advanced  democratic  countries  and  hojpie  that  something 
favorable  occurs  within  that  interval.  Even  if  there  are  no  hopeful 
developments,  probably  the  best  that  the  democratic  economies  can  do  is 
to  continue  to  prevent  war  and  survive — i,e.,  in  addition  to  maintaining 
deterrence^  to  manage  to  carry  on  with  the  heretofore  less  than  comfortable 
financial  situation. 

I  think  that  something  favorable  will  come  about  probably  in  the  way  of 
a  technological  innovation  first,  rather  than  by  some  change  in  the  Eastern 
system  which  has  been  anticipated  thus  far. 


The  remote 'cause  of  the  confusion  that  has  developed  in  American  strategic 
theory  lies  in  the  MAD  theory.  Postwar  America  has  always  been  years  ahead 
of  and  maintained  superiority  over  the  Soviet  Union  in  nuclear  weapons, 
hydrogen  bombs,  missile  accuracy,  and  multiple- targeted  missiles .  The 
situation  is  one  where  parity  has  become  somewhat  acceptable  because  both 
sldds  will  suffer  •’unbearable  strikes”  with  this  MAD  theory,  anyway.  Also, 
no  one  doubted  this  theory  when  the  United  States  held  the  advantage, 
but  the  present  situation  is  one  of  worry,  now  that  it  is  seen  that  [the 
U,S,.advantage]  has  Indeed  been  caught  up  with. 

Reagan’s  speech  on  23-  March  clearly  moves  in  a  direction  which  will  turn 
away  from  the  strategy  of  MAD.  The  strategy  of  '’defense”  and  not  of 
"retaliation’.’  'is  something  that  moves  away  from  the  postwar  concept  of 
deterrence  and  returns  to  the  traditional  thinking  of  defensive  capability. 
The  idea  upon  Which  Reagan’s  thinking  is  based  is  Graham’ s”High  Frontier.” 
[The  scenario]  iff  to  shoot  down  Soviet-launched  ICBM's  with  non-nuclear 
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devices  from  a  manmade  satellite  before  they  reach  space  when  their  speed 
is  slow  and,  therefore,  they  are  most  easily  targeted.  "Then,  nuclear 
missiles  will  have  become  passe.  Long  ago,  castle  walls  were  Impregnable, 
and  he  who  had  the  castle  was  lord.  However,  the  cannon  was  then  developed, 
and  those  who  made  castle  walls  became  anachronisms.  It  will  probably  be 
the  same  with  nuclear  missiles."  If  it  happens  just  as  Graham  stated  at  a 
press  conference,  then  the  U.S. -Soviet  strategic  environment  will  also 
undergo  a  complete  transformation  and,  furthermore,  a  new  world  will  quite 
likely  come  into  being. 

Aside  from  whether  things  will  go  according  to  Graham's  theory,  technological 
innovation,  in  any  event,  is  something  that  depends  greatly  upon  electronic 
technology.  Although  the  Soviet  Union  launched  a  Sputnik  before  the  United 
States,  they  have  not  yet  sent  a  man  to  the  moon.  It  is  not  because  they 
did  not  have  the  desire  to  do  so,  but  rather  they  just  did  not  have  the 
electronic  technology.  If  the  field  of  electronics  becomes  the  main 
battleground  of  East’^West  competition,  then  it  is  almost  a  certainty  that 
advanced  democratic  nations  will  win.  America's  intention  to  tighten  its 
COCOM  embargo,  the  great  number  of  expulsions  of  Soviet  technology  spies  by 
the  advanced  democratic  countries  beginning  with  France,  and  the  importance 
that  is  attached  to  U.S. -Japan  technological  cooperation  are  all  items  born 
of  the  strategy  of  attaching  great  importance  to  technology. 

The  above-mentioned  matter  is  only  one  of  the  possibilities.  In  any  case, 
if  only  peace  is  somehow  maintained,  I  think  the  East-West  relationship 
over  the  long  term  can  be  looked  upon  optimistically  and  will  have  many 
favorable  elements.  This  is  because  the  West  predominates  economically, 
technologically,  and,  more  fundamentally,  in  terms  of  its  political  system. 

II.  Strategy  for  Japan's  Defense 

To  sum  up  what  has  been  related  above,  there  is  no  quick,  "what-can-be-done- 
today"  type  of  remedy  for  the  East-West  relationship  at  the  center  of  today's 
international  problems.  But  maybe  we  can  anticipate  that  the  situation  will 
change  for  the  better  at  some  time  if,  over  the  next  10  or  20  years,  we 
somehow  stave  off  the  threat  of  war  and  maintain  the  political,  economic, 
and  societal  health  of  the  advanced  democratic  nations.  Finally,  the 
importance  that  we  attach  to  conventional  military  strength  as  a  deterrent 
against  war  is  rapidly  increasing. 

Within  this  trend  of  world  strategy,  what  should  the  status  of  the  strategy 
for  Japan's  defense  be?  First,  in  order  to  answer  this,  I  would  like  to 
return  to  the  principle  which  says  that  strategy  is  ultimately  nothing  but 
a  reflection  of  the  military  balance  and  begin,  therefore,  with  an 
investigation  of  the  military  balance  with  regard  to  Japan. 

1.  The  Military  Balance  Around  Japan 

The  military  balance  around  Japan  has  in  recent  years  changed  to  the  extent 
that  it  can  be  said  to  be  completely  different.  Kissinger  speaks  with 
nostalgia  of  the  East-West  balance  during  the  Cuban  missile  crisis  of  20  years 
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ago,  but  when  I  flhlnk  about  the  Far  East  balance  of  Just  a  few  years 
ago  and  how  comfortable  It  was  for  Japan,  I  can't  be  insensitive  to 
[the  difference  between]  today  and  yesterday. 

Reading  statistics  on  the  Far  East  military  balance  is  not  as  simple  as  it 
is  with  Europe.  There  were  the  two  big  wars,  Korean  and  Vietnamese,  and 
on  each  occasion  the  U.S.  military  strength  in  the  Far  East  fluctuated 
wildly.  For  example,  if  figures  for  U.S.  military  strength  in  the  Far 
East  during  the  start  of  the  1970' s  were  compared  to  those  at  the  end 
of  the  1970's  and  plotted  on  a  graph,  the  trend  that  would  unavoidably 
show  "America's  separation  from  Asia."  Actually,  the  sense  of  crisis  that 
was  exclaimed  about  "America's  separation  from  Asdla"  dates  precisely  from 
the  time  when  the  withdrawal  of  U.S.  troops  from  Vietnam  was  completed, 
although  there  was  a  real  problem  at  the  time  of  the  withdrawal  of  ground 
troops  from  Korea  as  well. 

The  Far  East  is  different  from  Europe  in  other  respects  as  well.  There 
are  also  the  problems  of  China's  independent  existence,  the  countries  of 
North  Korea  and  Vietnam,  which,  after  the  United  States,  China,  and  the 
Soviet  Union,  have  large  armies,  and  the  fact  that  the  U.S.  military  In 
the  Pacific  is  being  partitioned  out  to  the  Indian  Ocean,  where  there  have 
been  disputes  lately.  The  [statistical]  comparison  of  the  East-West 
military  balance  is  far  more  complicated  [for  Asia]  than  for  Europe,  but 
let  us  for  the  moment  put  this  problem  aside.  In  looking  at  statistics 
for  the  balance  in  the  Far  East,  it  would  be  most  realistic  to  regard  the 
year  1976,  when  America's  withdrawal  from  Vietnam  was  complete,  as  the 
base. 

In  the  7-year  period  between  1976  and  now,  the  military  balance  for  Japan 
has  changed  radically.  Simply  put,  the  reason  is  because  America  has 
become  weak  and  the  Soviet  Union  strong . 

To  say  that  America  has  become  weak  is  misleading.  Up  to  1976,  America's 
influence— army,  navy,  and  air  force-^ — had  been  sihkingv  but  since  1976 
America's  strength  has  been  at  about  the  same  level  in  terms  of  numbers. 
And  because  material  renovations  have  been  made  along  with  the  passage 
of  time,  the  absolute  value  of  its  fighting  potential  has,  if ^anything. 
Improved  year  by  year . 

Nevertheless,  saying  that  they  have  become  weak  is  something  that  is  based 
chiefly  upon  the  international  state  of  affairs. 

Up  until  the  downfall  of  the  Shah  in  1979,  there  had  been  almost  no  need 
for  America  itself  to  use  its  military  power  in  defense  of  the  Persian 
Gulf,  which  is  of  vital  importance  to  the  survival  of  the  free  world. 

The  so-^called  two  great  powers  of  the  Gulf,  Iran  and  Saudi  [Arabia] ,  were 
essentially  U. Si.  allies.  By  maintaining  diplomatic  relations  with  these 
two  countries,  the^  United  States  was  able  practically  to  guarantee  the 
safety  of  the  Gulf  with  only  military  assistance.  However,  even  though 
the  Iranian  regime  may  not  be  neocommunist  after  the  collapse  of  the 
Shah,  there  is  no  doubt  that  it  is  anti- American.  Furthemore,  the 
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Soviet  Union’s  invasion  of  Afghanistan  occurred  at  a  time  when  the 
stability  of  the  current  regime  was  in:  doubt,  and  its  influence  is  now 
moving  south  toward  the  Indian  Ocean.  Opposite  this  situation  is  the  fact 
that  the  NATO  countries  as  well  as  Japan  are  unreliable  when  it  comes  to 
preparing  for  that  one-in-a-thousand  incident  and  in  protecting  the 
Persian  Gulf,  so  the  power  of  the  U.S.  military  itself  must  be  used. 

The  concept  of  a  so-called  Rapid  Deployment  Force  is  for  just  that 
purpose.  Stated  simply,  it  is  a  plan  to  throw  into  the  Gulf  a  large 
portion  of  [U.S.]  military  strength  that  can  be  used  dynamically,  such 
as  airborne  troops,  amphibious  forces,  carrier-based  mobile  forces, 
tactical  aircraft,  etc. 

Taking  the  carrier-based  mobile  forces  for  the  moment,  although  there  are 
only  seven  mobile  forces  available  to  cover  the  Pacific  Ocean  (six,  if 
one  carrier  is  always  under  repair  or  overhaul),  they  are  deployed  in 
the  Indian  Ocean  as  well.  Furthermore,  the  Soviet  Union  has  been  using 
Cam  Ranh  and  Danang  since  11979.  Consequently,  if  it  becomes  necessary 
to  counter  these  [forces]  as  well,  the  number  of  forces  that  can  be 
allotted  to  the  area  around  Japan,  will  be  cut  by  almost  half,  compared  to 
the  1976  era. 

During  the  Korean  War,  the  army  was  sent  directly  from  America  in  several 
divisions ,  but  today  it  couldn’t  be  done  like  that,  with  the  increased 
number  of  Soviet  submarines.  Backfire  [bombers]  flying  about,  and  the 
limitations  on  the  fighting  strength  of  escorts.  Also,  the  airborne 
troops  are  prized  for  use  in  the  Persian  Gulf  and  probably  can’t  be  used 
in  the  Far  East. 

Rather  than  say  that  America  has  become  weak,  it  is  a  fact  that  America’s 
responsibilities  have  suddenly  increased  and  the  military  strength 
available  for  deplo3mient  in  the  Japan  theater  has  diminished.  Behind  this 
is  also  the  fact  that  the  Soviets’  ability  to  reach  various  parts  of 
the  world  has  increased  dramatically. 

Using  as  the  basis  [for  comparison]  the  same  year  1976,  the  increase  in 
Soviet  military  strength  in  the  Far  East  since  that  year  has  been 
astonishing.  The  Pacific  Fleet  has  increased  from  approximately  1.3 
million  tons  to  1.6  million  tons.  A  300,000  ton  increase  [doesn’t  sound 
like  much]  in  words,  but  in  is  a  frightening  increase  when  one '.considers 
that  Japan’s  self-defense  fleet  is  about  200,000  tons  and  the  U.S. 

Seventh  Fleet,  which  patrols  the  western  Pacific  and  Indian  Oceans,  is 
approximately  600,000  tons. 

Longago  when  the  Baltic  Fleet,  which  encompassed  the  entire  naval  strength 
of  European  Russia,  headed  for  Japan,  it  was  felt  that  Japan’s  fate  was 
sealed.  Altogether  it  was  300,000  tons,  and  half  of  that  was  made  up  of 
coal  ships.  After  that,;  the  size  of  battleships  increased  to  that  of  the 
Misashi  and  Yamato.  Since  they  have  been  getting  smaller  again  .since  the 
war,  however,  it  is  probably  okay  in  general  to  imagine  the  Baltic  Fleet 
of  that  era. 
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America  has  the  Third  Fleet  as  a.  backup  in  the  eastern  Pacific,  so  it 
can't  be  said  that  the  Soviet  Union  has  already  feained  the  advantage  in 
the  Pacific:  and  Indian  Oceans.  During  this  time,  however,  Soviet  naval 
air  forces  in  the  Far  East  have  also  been  radically  strengthened . 

Therefore, ; I  think  it  can  be  said  th&t.  the  Soviet  Union  has  the  advantage 
along  the  Paclfid  coast,  where  it  can  use  its  land-based  airbases  in 
the  Far  East,  and  that  the  United  States  with  its  carrier-based  mobile 
forces,  has  the  edge  in  the  middle  of  the  Pacific.  I  think  it  is  plain 
for  everyone ' to  see  that  with  the  situation  as  it  is,  the  degree  of 
potential  danger  to  the  sealAnes  in  the  area  around  Japan  has  increased 
dramatically  in  comparison  to  1976. 

Since  Japan  is  an  island  country,  the  army  balance  is  restricted  by  the 
attacker’s  ability  to  land.  There  is  a  big  difference  in  this  regard 
between  the  military  balance  here  and  that  on  the  NATO  front,  which  is 
confronted  by  100  or  more  divisions  of  Warsaw  Pact  troops.  However, 

[the  Soviet]  assault-landing  potential  has  also  been  increasing  lately. 

It  h^s  been  confirmed  that  the  assaultr-landing  ship  Ivan  (Logov)  has  been 
deployed  to  the  Far  East  and  that ,  furthermore,  an  elite  division  of  naval 
infantry  has  been  deployed  close  to  Valdivostok.  Therefore,  the  landing 
potential  [of  the  Soviets]  probably  eclipses  the  estimated  figures  for 
1976  by  a  great  deal. 

Ultimately,  however,  the  potential  for  a  landing  is  influenced  by  the 
ability  to  command  the  air,  and  the  air  force  balance  has  clearly 
deteroirated.  Air  strength  does  not  have  much  meaning  in  terms  of  a 
quantitative  comparison .  Although  it  is  quite  costly  to  make  the 
changeover  from  old  to  new  model  aircraft  and,  moreover,  their  numbers 
may  be  reduced  [in  the  process] ,  modernization  is  more  Important.  In 
the  Soviets'  case,  it  is  quite  astonishing  that  during  the  early  1980' s 
the  numbers  are  also  gradually  increasing  while  they  radically  modernize. 

It  is  difficult  to  talk  concretely  about  comparative  air  strength.  For 
example,  when  we  look  at  the  radius  of  operation  for  plances  fighting  at 
low  altitudes,  the  chief  strength  of  the  Soviet  Air  Froce  was  the  MiG  21, 
which  at  most  could  only  control  the  air  over  the  vicinity  of  Kokkaldo's 
northern  ecge.  Now,  the  fighting  capability  has  steadily  improved  and 
the  chief  strength  has  become  the  MiG  23 ,  27,  and  SU-24 ,  which  can 
dominate  a  wide  area:  over  northern  Japan  proper.  This  change,  moreover, 
can  be  said  to  have  occurred  within  only  a  2-  or  3-year  period  around  1980. 

Described  above  is  the  change  in  the  military  balance,  but  the  international 
political  environment  has  also  undergone  a  great  transformation.  Up  until 
the  mld-1970'sj  according  to  Soviet  remarks,  the  biggest  threat' in  the 
FAr  East  was  Chlriav  Japan  was  practically  no  problem  at  all.  In  fact, 
it  would  not  beLTSn  exaggeration;  to  say  that  the  bulk  of  the  increase  in 
Soviet  conventional  military  strength  was  concentrated  on  the  Sino-Soviet 
border.  AlthougfiiSdiey  knew  about  this  Soviet  tendency  for  military 
expansion^  it  was  a  period  when  both  ’Western  Europe  and  Japan  escaped 
without  feeling:,  the  pressure  of  increased  Soviet  military  power .  In  the 
background  of  this-  was  the  power  relationship  between  the  United  States 


13 


and  the  Soviet  Union  during  the.  period  of  detente  in  the  early  1970’s. 

Once  the  deployment  [of  forces]  along  the  Sino-Soviet  border  was  temporarily 
settled  during  the  mid -1970' s,  increases  in  Soviet  military  strength  began 
to  be  directed  at  NATO,  the  Pacific  coast,  America,  and  the  Middle  and 
Near  East. 

Then  during,  the  latter  part  of  the  1970 's,  when  Slno- Japanese  and  Sino- 
American  relations  Improved,  the  Soviets  began  to  make  remarks  criticizitig 
Sino-American-^ Japanese  cooperation  as  being  a  threat  to  the  Far  East. 

Against  Japan  especially,  the  Soviet  Union  made  a  display  of  its  power  by 
deploying  ground  tDOOps  in  the  Northern  Territories  and  by  having  the 
Minsk  groups  sail  during  the  Tokyo  Summit.  Then  recently,  as  Sino-Soviet 
relations  started  to  improve,  Soviet  criticism  of  China  was  dropped  and 
more  emphasis  was  placed  upon  criticism  of  the  United  States  and  Japan. 

2,  The  Possibility  of  War 

Up  to  this  point,  we  have  explained  to  what  degree  the  political  and 
military  balance  for  Japan  has  deteriorated.  Ordinary  people,  however, 
doubt  whether  this  should  be  of  major  concern  if  war  is  not  what  necessarily 
will  result,  even  with  a  slightly  weakened  balance.  Is  it  really  possible 
that  Japan  will  become  Involved  in  war?  If  so,  the  problem  becomes  what 
kind  of  war?  Japanese  strategy  must  be  generated  from  those  [questions]. 

If  one  thinks  only  about  the  defense  of  Japan  without  considering  the 
international  situation,  one  gets — as  an  extreme  example — a  scenario  in 
which  the  protection  of  Japan  is  nothing  at  all  if  the  six  U.S.  mobile 
forces  in  the  Pacific  are  gathered  all  around  Japan  and  the  army’s  Second 
Division  is  brought  from  Korea.  The  opposite  scenario  is  that  because 
the  entire  Soviet  army  of  180  division,  navy  of  5  million  tons,  8,000 
tactical  vehicles,  and  1,400  IGBM's  would  all  be  brought  in  opposition, 
we  would  be  no  match  fornthem  from  the  outset  and  therefore,  it  would  be 
better  to  give  up.  In  other  words,  there  is  an  interpretation  of  the 
situation,  a  scenario,  and  then  strategy  is  something  that  emerges. 

Ultimately,  as  long  as  thereris  the  [U.S. -Japan]  Security  Treaty,  Japan 
will  not  get  dragged  into  local  disputes.  Among  the  world  scenarios,  there 
is  the  possibility  that  a  cause  for  war  would  be  the  threat  that  U.S. 
bases  on  Japan  would  not  be  able  to  be  used  if  there  were  an  incident  in  the 
Far  East“say,  a  Sino-Soviet  war  or  something  on  the  Korean  peninsula. 

The  threat  would  be  meaningless,  however,  if  it  were  not  credible. 

Something  such  as  a  blockade  or  a  bombing  of  Japan  would  constitute  a 
credible  threat  and  would  be  met  with  American  resistance  es  long  as  there 
is  the  Security  Treaty.  Since  a  war  between  the  United  States  and  any 
country  would  be  a  life-and-death  matter,  it  is  not  somethign  that  would 
readily  come  about.  Consequently,  it  is  said  that  if  Japan  were  to  be 
on  the  brink  of  war,  it  would  be  because  a  U.S. —Soviet  war  had  already 
begun  somewhere  in  the  world  or  because  such  a  war  will  have  been  judged 
to  be  unavoidable. 
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Therefore,  the  question  is  whether  war  is  something  that  could  really 
happen.  This  is  already  a  philosophical  question,  to  which  the  answer 
is:  Hasn’t  humanity  by  this  time  matuired  to  the  point  that  foolish  conduct 
such  as  a  war  is  not  carried  out?  In  the  case  of  both  the  Korean  and 
Falkland  wars,  both  sides  just  wasted  many  lives  and  a  lot  of  money  and 
acquired  nothing  in  comparison  to  [the  situation]  before  the  wars  started. 
Loss  of  life  is  something  that  is  difficult  to  endure  for  the  individual 
and  his  family.  If  it  is  true  that  "war  is  difficult  to  endure,  and 
therefore  a  stupid  thing  such  as  a  war  is  not  waged,"  then  one  would  expect 
there  would  have  been  almost  no  wars  in  the  history  of  mankind. 

In  thinking  about  the  difference  between  now  and  the  past,  there  is  one 
difference.  The  possibility  of  an  all-out  nuclear  war  is  stronger  and 
"the  foolish  act  of  war"  is  being  restrained.  This  will  remain  partially 
true  in  the  future  as  well.  However,  as  was  explained  in  detail  in 
Section  I,  the  trend  of  strategic  theory  in  the  world  is  increasingly 
coming  to  regard  nuclear  weapons  as  "weapons  that  can’t  be  used  anyway" 
and  hypothesizing  that  war  will  involve  only  conventional  weapons. 

The  notion  of  "an  all-out  U.S. -Soviet  war  involving  conventional  weapons" 
has  been  explained  in  detail  before  (Bungeishunju  series  entitled  "What 
Is  Wartime  Thinking?"  to  be  published  as  a  book  by  Chuokoron  under  the 
same  title,  so  I  won’t  go  into  it  here.  However,  the  scenario  that  is 
predicted  as  being  the  most  likely  is  as  follows: 

The  scenario  supposes  that  in  some  remote  corner  of  the  world  a  situation 
occurs  that  could  not  have  been  predicted  or  controlled  by  either  the 
United  States  or  the  Soviet  Union-such  as  an  assassination  or  a  coup 
dAetat.  It  doesn't  have  to  be  restricted  necessarily  to  an  out-of-the-way 
place  where  U.S.  and  Soviet  interests  are  not  involved.  Although  they 
occurred  within  the  East  Euroepan  Bloc,  both  the  Prague  Spring  and  Poland’s 
Solidarity  movement  originated  from  areas  within  the  societies  of  these 
respective  countries  where  Soviet  control  was  tiot  effective.  The 
fluctuations  in  the  internal  politics  of  the  Middle  and  Near  Eastern 
oil-producing  countries  are  regarded  as  the  most  dangerous.  They  could 
gradually  escalate  to  the  point  where  it  would  become  necessary  for  either 
side  to  introduce  military  force  or  to  intervene  with  the  threat  of 
military  force.  In  reaction  to  this,  each  side  warns  the  other — under 
the  external  and  internal  political  circumstances,  the  mutual  warnings  must 
be  done  credibly — or  the  situation  will  develop  into  a  problem  involving 
actual  interests.  Thus,  war  begins,  but  both  sides  are  cautious  lest 
it  escalate  into  a  nuclear  war  and,  while  engaging  in  war  on  the  one  hand 
they  seek  a  point  of  compromise  on  the  other.  As  conventional  war 
expands  quantitatively  and  geographically  in  this  way,  the  matter  will  be 
temporarily  settled  in  some  manner.  From  this  point  on,  the  situation 
stands  at  the  crossroads  between  escalation  into  nuclear  war  or  a  cease-fire 
Although  this  may  be  somewhat  optimistic,  it  is  thought  that  ultimately 
the  fighting  will  end  in  some  kind  of  working  agreement. 

Although  it  might  not  be  an  all-out  nuclear  war,  such  a  war  between  the 
United  States  and  the  Soviet  Union  would  be  real  and  send  sparks  flying 
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throughout  the  world.  Whether  Japan  would  be  drawn  into  It  or  not  would 
depend  upon,  first,  Japan's  strategic  value  and,  second,  the  level  of 
Japan’s  defensive  capability. 

At  the  time  of  a  real  confrontation  between  the  superpowers,  small  and 
intermediate  nations’  being  neutral  or  not  carrying  out  any  provocative 
acts  would  be  small  factors  that  would  constitute  practically  no  problem 
at  all  in  comparison  to  the  two  above-mentioned  conditions.  During  World 
War  II,  Belgiiam,  Denmark,  .Finland,  and  Norway  were  unable  to'  remain  neutral, 
while  Sweden  and  Switzerland  could.  The  determining  factor  is  the 
arbitrary  conduct  of  the  superpowers  rather  than  the  attitudes  of  the  weak 
ones.  Moreover,  if  preparing  for  war  is  in  itself  considered  "provocative," 
then  Switzerland  and  Sweden  were  the  ones  who  were  "provocative." 

Since  war  would  be  a  life— and—death  matter  for  the  superpowers,  if  there 
is  any  place  of  vdiich  the  enemy  can  possibly  make  strategic  use,  it  would 
be  beneficial  to  take  it  before  the  enemy  does.  It  would  be  stranger 
still  if  countries  that  are  lightly  armed  or  without  allies  they  can  call 
upon,  such  as  Belgium  and  Denmark,  were  not  grabbed' — nommatter- hovp'much 
they  proclaimed  their  neutrality.  In  fact,  if  World  War  II  had  become 
a  stalemate  between  the  Maginot  and  Siegfried  Lines,  as  happened  in  World 
War  I,  the  strategic  shortcut  for  England  and  Prance  in  attacking  Germany 
would  have  been  via  Denmark,  If  that  were  the  case,  it  would  have  been 
safer  for  Germany  to  take  Denmark,  no  matter  how  unprovocative  Denmark’s 
speech  and  conduct. 

I  won’t  go  into  another  detailed  explanation  here  about  Japan’s  strategic 
position.  But  the  probability  is  very  high  that  Japan,  with  its  strategic 
position  vis-a-vis  a  Soviet  Pacific  advance,  would  be  pulled  into  war. 

Before  the  Russo-Japanese  War,  when  Japan  was  contending  with  Imperial 
Russia,  which  was  said  to  be  the  most  powerful  country  in  the  world  at 
that  time,  the  Meiji  elders  debated  zealously,  and  as  a  result  Japan 
plunged  boldly  into  an  alliance  with  England  just  because  of  this 
geographical  situation. 

Among  the  two  conditions—strateglc  value  and  defensive  capability — that 
will  decide  whether  or  not  a  small  country  becomes  involved  in  war,  it  is 
strategic  value  thst  cannot  be  helped.  But  Japan  can  continue  to  cooperate 
with  America  in  order  to  improve  its  defensive  capability.  According 
to  Churchill’s  memoirs,  there  was  the  possibility  that  Belgliun  also  could 
have  been  adequately  protected  from  a  German  attack  during  World  War  II 
if  they  allied  themselves  with  England  and  France  and  had  constructed 
encampments  on  the  border.  However,  in  order  to  maintain'  its  national  ; 
policy  of  neutrality,  Belgium  bould  not  seek  the  help  of  England  and 
France  until  German  troops  crossed  the  border.  Under  these  circumstances, 
there  was  nothing  that  could  have  been  done. 

3.  Japan’s  Strategy 

Up  to  this  point  the  strategic  state  of  affairs  in  the  world  is  understood. 
If  the  changes  in  the  military  balance  with  regard  to  Jppan  and  various 
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scenarios  are  also  understood,  the  strategy  for  Japan— [the  answers  to  the 
questions:]  How  can  Japan  manage  to  not  get  involved  in  the  fighting? 

And  if  it  unfortunately  does  get  involved,  how  does  it  minimize  it? — will 
unfold. 

It  is  clear,  first  of  all,  that  Japan  is  one  of  the  advanced  democratic 
nations.  The  war  wherein  there  is  the  greatest  probability  that  Japan 
would  become  involved  is  an  all-out  U.S. -Soviet  war.  If  the  Western 
European  NATO  countries  were  also  automatically  to  become  involved, 
the  best  that  Japan  could  hope  for  as  an  end  to  the  war , would  be  a  victory 
by  the  advanced  democratic  countries  and  a  return,  more  or  less,  to  things 
as  they  are  now.  Nobody  is  likely  to  disagree  with  the  fact  that,  as  far 
as  Japan  is  concerned,  the  political  and  economic  makeup  of  the  world  as 
it  is  now  is  the  most  comfortable. 

It  is  natural,  therefore,  for  Japan's  strategy  to  be  to  consult  and  act 
in  concert  with  the  advanced  democratic  countries,  especially  the  United 
States, 

It  is  natural  for  each  country  to  cooperate  in  such  a  way  as  to  maximize 
the  benefits  common  to  their  respective  alliances  and,  at  the  same  time 
within  that  framework,  to  maximize  the  security  of  their  own  country's 
citizens.  Each  country  also  has  the  obligation  to  its  people  to  minimize 
the  damage  to  its  territory. 

The  most  desirable  thing  for  the  Japanese  people  is  for  any  damage  inflicted 
upon  Japan  throughout  the  time  of  war  to  be  minimized.  This  does  not  mean, 
however,  that  Japan  will  be  able  to  have  nothing  to  do  with  war.  As  was 
already  mentioned,  whether  small  and  intermediate  nations  can  remain 
neutral  or  not  is  something  that  is  determined  by  the  strategic  calculations 
of  the  superpowers,  and  not  by  the  small  and  Intermediate  nations 
themselves. 

If  a  U.S. -Soviet  war  were  to  begin,  the  situation  in  the  Japan  theater 
would  always  be  touch-and-go.  There  also  would  probably  be  fighting  over 
sealanes  and  limited  and  local  confrontations.  If  the  situation  could 
remain  such  that  the  war  would  end  without  its  being  a  large-scale  affair 
i.e.,  that  the  principal  battles  would  take  place  outside  of  Japan  and 
that  the  Japan  theater  would  remain  in  a  state  of  watchful  opposition, 
this  could  be  called  the  best  of  all  predicted  scenarious  in  a  U.S. —Soviet 
war , 

One  scenario  that  is  near  fantasy  is  Japan's  becoming  a  military  superpower 
which  could  control  the  military  balance  in  the  Far  East.  That  is,  if 
Japan  had  the  kind  of  power  that  could  decide  the  outcome  of  battle  in  the 
Far  East  were  it  to  participate  in  war,  then  an  attacker  which  thoughtlessly 
tried  to  take  advantage  of  Japan's  strategic  value  would  anger  Japan,  bring 
it  into  war,  and  result  in  much  damage .  Japan  would  become  a  nation  which) 
says:  "I  am  a  peacer^loving  country,  but  if  you  try  anything,  you'll 

suffer  the  consequences!"  It  is  similar  to  the  argument  which  was  current 
before  the  Pacific  War  and  which  urged  that  Japan  attack  only  England 
and  Holland  and  not  America. 
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This  is  a  dream,,  considering  Japan’s  military  capability  today,  but  there 
is  a  way  to.  minimize  the  possibility  of  war  without  going  that  far. 

The  first  condition  in  a  worldwide  war  is  that  the  Far  East  would  likely 
be  the  secondary  rather  than  the  primary  front. 

The  NATO  front,  which  possesses  most  of  the  advanced  democratic  countries, 
and  the  Persian  Gulf,  which  controls  the  world’s  energy  sources,  are  the 
principal  areas  of  life-and-death  importance  to  both  the  Eastern  and 
Western  camps.  Compared  to  these  areas,  the  Par  East  is  a  secondary 
war  front. 

As  to  whether  a  second  battle  front  opens  or  not,  that  will  be  decided 
by  how  profitable  the  military  operations  on  the  main  front  are.  This 
would  always  be  a  difficult  choice  for  the  superpowers  involved. 

Depending  on  the  situation,  it  is  a  choice  that  carries  with  it  the 
possibility  of  leading  to  a  fatal  blunder,  such  as  Germany’s  attack  on 
the  Soviet  Union.  The  main  front  is  a  life-and-death  matter,  so  both 
powers  will  concentrate  as  much  power  as  they  can  there.  But  the  second 
battlefront  is  a  matter  of  choice,  so  the  principal  of  cofet  iffefetiveness 
will  apply. 

That  is,  if  the  strategic  benefits  to  be  gained  are  not  worth  the 
sacrifices  to  be  made,  there  is  a  possibility  that  a  second  front  would 
not  open.  Thus,  it  would  be  good  if  we  had  the  ability  to  defend  Japan 
or  Hokkaido  completely  or  were  able  to  stop  an  attack  upon  Japan  at  our 
shores.  On  the  other  hand,  even  if  we  couldn’t  do  that  and  the  attacker 
were  able  to  attain  its  objectives,  it  would  be  good  if  we  had  the  ability 
to  make  the  attacker  pay  dearly  for  those  objectives.  If  [the  attacker] 
thought  that  the  sacrifices  would  be  so  excessive  as  to  detract  from  its 
strategic  power  on  the  main  front,  then  no  second  front  would  be  opened 
from  the  start. 

Also,  irrespective  of  primary  or  secondary  fronts,  if  there  is  a  front 
somewhere  that  is  especially  weak  in  comparison  to  other  fronts,  then 
quite  naturally  there  is  a  possibility  that  fighting  would  begin  there. 
From  the  standpoint  of  the  advanced  democratic  nations’  common  strategy 
to  persist  somehow  in  preventing  the  outbreak  of  war  for  the  next  10  or 
20  years,  there  is  also  the  International  obligation  that  the  Japan 
theater  not  become  especially  fragile.  On  the  contrary,  if  the  power  of 
resistance  in  the  Japan  theater  were  to  become  stronger  than  that  on 
other  fronts,  the  possibility  that  real  fighting  would  take  place  in  the 
Japan  theater  would  be  extremely  low.  If  it  came  to  that,  more  emphasis 
would  most  likely  be  placed  upon  the  offense  and  defense  of  the  sealanes. 

Of  course.,  reserves  and  equipment  for  maritime  self-defense  capability 
would  be  needed  to  do  this,  but  I  think  that  just  Japan’s  being  able  to 
avoid  the  tragedy  of  becoming  a  battleground  would  be  a  great  thing. 

In  short,  in  the  event  of  a  worldwide  war,  it  would  be  virtually  Impossible 
for  Japan  to  have  nothing  to  do  with  it,  when  viewed  from  the  perspective 
of  Japan’s  strategic  environment. 
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Furthermore,  if  we  were  to  divorce  ourselves  from  the  joint  efforts  of 
[the  democratic  nations]  in  protecting  the  common  interests  of  the  free 
world,  American  public  opinion  would  be  aroused  and  its  comitment  lost. 

In  this  event,  rather  than  avoiding  war,  on  the  contrary  only  the  possibility 
of  becoming  involved  in  one  would  not  be  eliminated  altogether . 

The  most  important  thing  for  Japan  is  not  the  avoidance  of  facing  war 
directly;  I  think  it  is  constructing  the  type  of  defense  system  where, 
while  Japan  faces  war,  the  Far  East  battle  line  remains,  if  possible,  in 
a  condition  of  watchful  opposition  and  Japan  can  wait  for  the  war  to  end 
without  any  active  fighting  on  Japanese  territory. 

4.  System  for  Japan's  Defense 

It  would  probably  be  all  right  to  end  this  article  at  this  juncture. 

Supposing  that  the  analysis  and  the  strategy  arising  therefrom  are  correct, 
it  would  be  all  right  to  leave  the  matter  to  the  specialists  and  those 
responsblle  for  policy.  In  order  to  bring  air  and  naval  strength,  whose 
balance  has  crumbled  in  the  past  several  years,  back  up  to  its  previous 
comfortable  position,  questions  such  as  how  many  ships  and  planes  should 
be  built,  show  the  deficiencies  in  ammunition  and  fuel  reserves  should  be 
made  up,  and  what  domestic  laws  there  should  be  so  that  fighting  can  be 
carried  out  effectively  when  there  is  an  Incident  should  be  considered 
by  the  respective  specialists,  in  close  consultation  with  the  United 
States. 

I  would  just  like  to  point  out  three  things  here. 

The  first  concerns  providing  the  necessary  defensive  capability  in  order 
to  achieve  the  strategic  goals  described  above.  Even  within  the  various 
restrictions  in  force  today-such  as  those  prescribed  by  the  Constitution 
and  the  three  antinuclear  principles^  there  is  enough  room  [to  carry  this 
out].  Financially  as  well — current  financial  shortcomings  caused  by  other 
reasons  aside— no  radical  changes  in  fiscal  policy,  such  a.s  large  tax 
increases,  will  be  necessary. 

As  mentioned  already,  that  so-called  comfortable  situation  actually 
existed  in  1976,  only  7  years  ago.  Since  it  is  something  that  deteriorated 
in  just  a  7-year  span,  recovering  it  in  the  future  with  a  few  years  of 
effort  is  a  realistic  goal. 

The  reason  for  that,  above  all  else,  is  because  Japan  is  an  island  country 
The  NATO  front,  which  has  been  facing  100  divisions  of  Soviet  troops  for 
the  past  30  years,  and  whose  premise  it  has  become  that  it  cannot  be 
protected  without  the  use  of  nuclear,  weapons,  is  radically  different. 

Take  air  defense,  for  example— aside  from  places  which  are  close  [to  the 
Soviet. Union] ,  like  Hokkaido;  It  is  possible  to  spot  [airplanes]!  by 
radar  while  they  are  crossing  the  ocean;  also,  a  deficiency  in  the  number 
of  planes  can  be  made  up  for  in  party  by  surf ace- to-air  missiles .  In 
addition,  both  the  United  States  and  Japan  are  wealthy  nations,  so  they 
can  make  substantial  improvements  by  just  devoting  to  defensive  capabilities 
a  budget  that  can  be  controlled  by  government  policy  decisions. 
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The  second  point  Is  the  matter  of  the  intermediate-range  nuclear  force 
(INF),  which  is  becoming  a  problem  today. 

The  reason  why  I  did  not  venture  into  this  matter  more  deeply  in  this 
article  is  because  at  the  present  time  both  the  Japanese  and  U.S. 
governments  agree  that  control  of  the  INF  [as  to  its  deployment  and  use] 
not  only  is  a  matter  that  pertains  to  Europe,  but  is  a  matter  of  global 
concern  that  Includes  Asia  as  well.  And  that  is  the  only  problem  at  the 
present  time. 

As  was  the  theme  of  Schmidt's  speech  given  at  Britain's  Institute  for 
Strategic  Studies  in  1977,  the  problem  of  the  theater  for  nuclear  war  must 
be  taken  as  part  of  Soviet-American  global  strategy,  ThAt'is,  for  Japan, 
deterrence  against  nuclear  weapons'--SS-20's,  for  example-^-exlsts  under 
the  U.S.  nuclear  umbrella,  and  control  of  such  armaments  counts  on  U.S.- 
Soviet  negotiations. 

For  that  purpose  also,  the  most  important  thing  for  Japan  is  to  augment  its 
supply  of  conventional  weapons.  Unlike  the  situation  in  Europe,  in  the 
Japan  theater  there  has  been  no  nuclear  strategy  for  protection  from 
conventional  attacks  upon  Japan  during  the  30-year  postwar  period. 

The  Important  thing  for  the  strategy  of  Japan  is  that  it  not  create  a 
dangerous  strategic  balance  in  the  Japan  theater  such  as  would  result"  by 
Saying  that  Japan  cannot  adequately  be  protected  without  using  or 
threatening  to  use  nuclear  weapons.  Certainly,  the  balance  in  the  Japan 
theater  is  becoming  perilous,  but  even  now  there  is  no  change  in  the 
strategy  of  the  United  States  and  Japan,  which  says  we  should  somehow 
extract  ourselves  [from  this  perilous  situation]  by  building  up  the 
conventional  arsenal. 

If  Japan  becomes  lax  in  this  effort  and  its  defense  begins  to  depend  upon 
nuclear  tactics,  of  course,  the  danger  Of  escalation  will  draw  near  and 
the  threat  of  SS,-20's  will  not  simply  remain  a  global,  political,  or 
psychological  threat.  It  will  become  a  real  threat. 

To  sum  up,  the  best  policy  for  Japan  in  opposing  the  SS-20'8  is  to  build 
up  its  conventional  arsenal  and  to  increase  the  dependability  of  America's 
nuclear  umbrella  by  strengthening  its  relationship  with  the  United; iStates. 

Finally,  in  connection  with  this,  I  want  to  emphasize  once  again  the 
importance  of  U.S. -Japanese  ties.  Nb  matter  how  much  we  do  not  want  the 
Japan  theater's  defense  to  be  weaker  than  that  of  other  places,  ultimately 
this  is  not  something  that  can  be  accomplished  only  by  the  efforts  of 
Japan.  The  strength  is  a  strength  born  of  cooperation  with  America. 

To  carry  it  to  an  extreme,  it  can  be  said  that  whether  the  [defensive 
walls]  around  Japan  grow  thicker  or  thinner  depends  on  the  feelings  of 
America.  Not  just  the  feelings  of  some  one  individual,  but,  because 
An^rica  from  its  inception  has  been  a  democratic  country,  what  both 
public  opinion  and  Congress  think  About  Japan. 
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In  debates  on  the  strengthening  of  [Japan’s]  defensive  capability,  one 
often  hears  the  expression;  "I  am  opposed  to  very  much  of  an  increase, 
but  to  please  America  it  can't  be  helped."  One  senses  a  kind  of 
irresponsible  attitude,  as  if  one  will  not  try  to  think  about  what  is 
needed  for  Japan’s  defense  by  oneself.  On  second  glance,  however,  it  is 
a  way  of  thinking  which  is  sound  and  understands  the  broad  strategy  of 
Japanese  diplomacy.  It  understands  that  ultimately,  without  America’s 
cooperation  there  is  no  security  for  Japan,  and  that,  furthermore,  the 
ultimate  way  to  ensure  American  cooperation  is  to  make  sure  that  the 
attitude  of  the  American 'public  and  Congress  toward  Japan  is  favorable. 

The  security  of  the  Far  East  rests  on  the  trust  between  the  United  States 
and  Japan  and  will  continue  to  be  maintained  by  joint  American- Japanese 
efforts.  If  [bothsdQuntfies]  work  to  stabilize  this  region  in  this  way, 
it  will  not  become  a  weak  link  from  the  standpoint  of  world  strategy. 
Then,  if  peace  is  maintained  in  this  fashion  for  10  or  20  years,  the  age 
of  crisis  in  the  advanced  democratic  society  will  be  safely  overcome, 
somehow,.  This  will  be  the  basis  for  Japan’s  strategy. 

(The  above  are  the  personal  opinions  of  Mr  Okazaki  and  do  not  represent 
the  views  of  the  government) 
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MILITARY 


JSP  REPORTS  PROBLEMS  OF  MILITARY  EXPENSE  INCREASE 

Tokyo  SHAKAITO  in  Japanese  Oct  83  pp  49-59 

[Article  by  Osamu  Yatabe,  member  of  House  of  Councillors] 

[Text]  1.  Increase  in  Military  Expense 
(1)  3-Year  Continued  Increase 

In  the  FY1983  budget,  the  government /LDP  kept  the  increase  in  operating 
expenses  to  zero  but  allowed  an  Increase  of  6.5  percent  in  military  expendi¬ 
tures.  The  increase  is  bigger  in  the  estimated  budget  request  for  FY1984 
and  although,  as  a  principle,  a  ceiling  requiring  a  10  percent  decrease  was 
placed,  the  military  budget,  after  a  series  of  unusual  cabinet  negotiations, 
was  raised  by  189.5  billion  yen,  or  6.8  percent,  over  the  previous  year.  It 
has  become  apparent  that  the  government  policy  is  to  increase  the  military 
budget  for  3  consecutive  years . 

In  the  government  budgets  of  the  1970 *s,  it  was  considered  normal  for  in¬ 
creases  in  social  security,  education  and  public  works  budgets  to  exceed  the 
rise  in  the  military  budget.  There  was  a  big  change  in  1980.  Increases  in 
public  works  and  education  budgets  were  less  than  that  of  the  military  bud¬ 
get  and  since  1981,  the  increase  in  social  security  expenses  has  also  become 
smaller.  Then,  in  FY1983,  while  there  was  no  increase  in  all  three  of  these 
main  items,  military  expenditures  alone  continue  to  increase  within  a  spe¬ 
cial  framework,  and  next  year's  budget  will  widen  the  gap  between  the  two 
categories,  with  military  expense  continuing  to  be  treated  as  an  inviolate 
entity.  (See  Figure  1.) 

This  is  the  true  picture  of  the  administrative  reform,  "reduce  welfare  bene¬ 
fits  to  expand  the  military,"  advocated  by  Doko  [Toshlo,  chairman  of  the 
Temporary  Administrative  Reform  Investigation  Committee]  and  Prime  Minister 
Nakasone.  Moreover,  this  is  not  simply  a  budget  problem.  With  respect  to 
the  number  of  government  employees,  since  the  1968  first-phase  personnel 
reduction  program  up  until  1982,  a  total  of  10,508  workers,  mostly  in  opera¬ 
tionally  active  sectors,  were  discharged  but  during  the  same  period,  self- 
defense  officers  were  increased  by  21,790.  Furthermore,  the  second-phase 
temporary  administrative  reform  calls  for  "a  reduction  of  over  10  percent 
of  general  employees  in  the  next  5  years."  But  in  the  2  defense  laws. 
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Figure  1.  Comparison  of  Percentage  Increase  Over  the  Previous  Year  of 
Main  Items  in  General  Account  Expenditures  (Initial  Budget) 
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currently  under  Diet  deliberation,  the  government  is  planning  to  add  about 
2,000  officers,  mainly  in  the  Maritime  and  Air  Self-Defense  Forces.  The 
substance  of  Nakasone's  administrative  refora,  i.e.,  "a  small  government  and 
a  large  military  force,"  is  being  conspicuously  exposed.  ^ 

In  that  sense,  Doko's  Temporary  Administrative  Reform  Investigation  Commit¬ 
tee  is  paving  the  way  for  military  expansion  and  the  risk  is  increasing 
that  using  it  as  a  guide,  Nakasone's  administrative  reform  will  solidify 
the  strategy  for  1980 's  toward  constitutional  revision  and  military  expan¬ 
sion.  On  that  score,  approval  of  "administrative  reform"  and  opposition 
to  military  expansion  constitute  a  schizophrenic  antithesis  and  both  must 
be  denounced  in  the  same  vein. 

(2)  Leading  the  World  in  Increase 

In  recent  years,  the  world's  military  expenditures  have  rapidly  ballooned, 
while  suppressing  welfare  expenses,  and  have  reached  $600  billion  annually. 
Comparison  of  military  expense  increases  of  major  countries  and  military 
blocs  of  the  past  10  years  reveals  that  Japan  leads  the  world. 

The  speed  with  which  Japan  outpaced  not  only  the  USSR  and  Warsaw  Pact  coun¬ 
tries  but  the  major  NATO  countries  in  military  expense  increases  from  1972 
to  1981  is  clearly  shown  in  Figure  2. 
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Figure  2.  Comparison  of  Military  Expense  Increases  (Percentage) — 1981  Over 
1972 

Key: 

1.  (Left  to  right)  U.S.  (decrease,  0.3  percent);  France  (Increase, 
34.0);  FRG  (16.2);  Italy  (15.9);  UK  (10.6);  NATO  (without  U.S., 
21.9);  NATO  (total,  8.1);  Japan  (36.7);  USSR  (14.3);  WTO  (total, 
16.6) 

2.  (Compiled  from  SIPRI  World  Armaments  &  Disarmaments:  SIPRI  Year¬ 
book,  1979/actual  value  based  on  1979  dollar  exchange  rate) 
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In  spite  of  the  foregoing,  European  nations  and  the  United  States  are  criti¬ 
cizing  Japan  because  the  increase  percentage  might  be  high  but  from  the 
standpoint  of  economic  power,  which  should  be  the  basis  of  comparison,  ex¬ 
penditures  are  still  low,  and  are  demanding  "a  military  force  commensurate 
with  economic  power.”  But  that  is  an  unreasonable  complaint. 

It  is  widely  known  that  under  the  postwar  Peace  Constitution,  Japan  renounced 
war  and  even  in  rearmament,  military  investment  which  is  detrimental  to  the 
healthy  development  of  national  economy  has  been  kept  low  through  the  peo¬ 
ple's  efforts.  This  has  enabled  a  stronger  economic  development  than  other 
countries . 

That  European  countries  and  the  United  States  did  not  try  to  prevent  or  could 
not  avoid  the  economic  distortions  and  pressures  created  by  militarization 
is  one  of  the  reasons  for  today's  economic  stagnation  and  to  attempt  to  at¬ 
tain  "equality”  by  imposing  such  a  damaging  handicap  on  Japan  is  not  only  un¬ 
fair  but  dangerous. 

By  imposing  an  excessive  militairy  burden  on  economies  which  are  inferior  to 
those  of  Europe  and  the  United  States,  the  Soviet  Union  and  the  East  Euro¬ 
pean  countries,  too,  are  suffering  from  severe  strains  on  people's  liveli¬ 
hood  and  the  social  system.  It  shows  how  barren  and  unpromising  for  the 
future  the  argument  for  military  power  equal  to  economic  power  is,  and  on 
the  contrary,  it  points  out  the  need  for  various  countries,  including  Europe 
and  the  United  States,  to  lessen  through  disarmament  the  excessive  military 
burden  which  oppresses  welfare  benefits  and  economies . 

(3)  Error  of  "Soviet  Threat— Military  Balance”  Theory 

Wtiile  Japan's  economy  is  suffering  from  a  long— term  recession  and  the  na¬ 
tion's  finances  are  burdened  with  deficits  exceeding  100  trillion  yen,  why 
should  military  expenses  be  increased  at  the  sacrifice  of  the  people's  live¬ 
lihood  and  welfare?  The  underlying  reason  is  the  theory  of  "Soviet  threat 
and  military  balance.”  On  the  premise  that  the  postwar  U.S.  superiority  in 
the  East-West  military  balance  has  begun  recently  to  crumble  in  the  face  of 
a  Soviet  military  buildup,  the  Reagan  administration  has  begun  a  great  mili¬ 
tary  expansion  program  to  maintain  its  preeminence  over  the  Soviets.  Simul¬ 
taneously,  it  is  strongly  demanding  that  the  Western  allies,  particularly 
Japan,  to  shoulder  a  part  of  the  task. 

Basically,  the  Japanese  Government  is  in  agreement  and  in  coordination  with 
the  United  States,  the  Nakasone  regime  is  accelerating  military  expansion. 
The  1983 "Defense  white  paper”  states  that  if  the  Soviet  military  buildup^is 
ignored,  "the  military  balance  will  tend  to  swing  to  Eastern  superiority, 
and  that  the  potential  threat  toward  Japan  is  increasing.  For  that  reason, 
Japan  should  Increase  its  military  strength  against  the  Soviets  and  espe¬ 
cially  now,  Japan  should  aspire  to  advance  from  being  a  "Western  ally  to 
becoming  a  "Western  force,”  not  only  for  Japan's  safety  but  "to  contribute 
to  Western  security.”  Thus,  the  government  is  needlessly  increasing  tension 

If  this  posture  of "restraint  by  power  balance”  is  taken,  a  country  must  re¬ 
sort  to  military  expansion  to  obtain  superior  strength  over  the  antagonist 
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and  since  the  latter  is  forced  to  assume  a  similar  stance,  the  way  is  opened 
for  an  endless  armament  race.  Furthermore,  the  "balance  theory"  is  often 
used  to  overestimate  the  antagonist's  military  capability  in  order  to  induce 
one’s  own  military  buildup.  Actually,  with  respect  to  the  East-West  military 
balance,  Soviet  superiority  is  claimed  by  comparing  quantity  rather  than 
quality  or  accuracy  of  armaments  and  that  is  being  used  as  an  excuse  for 
military  expansion.  It  must  be  said  to  be  a  comparison  lacking  in  objectiv¬ 
ity  and  comprehensiveness . 

Taking  military  expenditures  as  an  example,  comparisons  between  East-West, 
U.S.-USSR,  etc.,  based  on  source  materials  of  the  Stockholm  International 
Peace  Research  Institution  (SIPRI) ,  is  shown  in  Figure  3. 


Figure  3.  Military  Power  [Expenditures]  of  the  World 

Key: 

1.  NATO 

2 .  United  States 

3.  Warsaw  Pact  Organization 

4.  USSR 

According  to  the  above  figure,  while  the  United  States  reduced  military  ex¬ 
penditures  in  the  first  half  of  1970's,  the  Soviet  Union  appears  to  have 
increased  them  and  as  a  result,  both  countries'  military  expenses  drew 
closer.  On  that  score  alone,  it  might  be  said  that  U.S.  one-sided  superi¬ 
ority  over  the  USSR  in  military  power  is  declining  but  it  also  shows  that 
U.S.  military  Outlay  is  still  larger. 

However,  when  one  considers  that,  in  Europe,  the  USSR  is  allied  with  the 
Warsaw  Pact  in  confronting  NATO,  it  is  inadequate  to  compare  only  the  United 
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Research  Institution,  1982-83 
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States  and  USSR.  When  NATO  and  the  Warsaw  Pact  are  compared,  the  difference 
in  East-West  military  expenditures  is  apparent,  and  when  one  takes  into  con¬ 
sideration  the  resumption  of  military  expansion  by  United  States  since  1977, 
the  Western  side  is  predominant  as  far  as  militairy  outlay  is  concerned.  Even 
from  the  standpoint  of  the  balance  of  power  theory,  it  is  illogical  to  assert 
the  need  for  military  expansion.  In  fact,  even  in  the  United  States,  there 
are  serious  doubts  about  the  assessment  that  the  East-West  military  balance 
is  crumbling  and  that  the  Soviet  Union  is  gaining  superiority  over^ the  United 
States.  It  is  not  necessary  to  point  out  that  Reagan's  policy  of  military 
expansion  before  disarmament"  is  being  criticized. 

In  any  event,  the  military  strength  of  the  United  States  and  the  Soviet 
Union,  which  is  based  on  nuclear  weapons,  possesses  enough  destructive  power 
for  mutual  kills  many  times  over,  and  from  that  viewpoint,  the  argument  it¬ 
self  about "balances  and  gaps"  practically  loses  its  significance.  The 
issue  is  not  how  to  maintain  and  strengthen  such  a  "balance  of  fear,  but 
how  to  eradicate  it  and  it  should  be  noted  that  only  disarmament  and  opposi¬ 
tion  to  nuclear  weapons  will  lead  to  freedom  from  fear,  and  to  peace. 


2.  1981  Mid-Term  Program  and  Financial  Burden 

(1)  1981  Mid-Term  Program  and  Military  Spending  Increase 


Presently,  the  aim  of  Japanese  military  expansion  is  clearly  expressed  in 
the  1981  mid-term  program.  The  important  factor  in  the  1981  mid-term  pro¬ 
gram  and  military  spending  increase  is,  in  other  words,  only  its  financial 
facet.  In  October  1976,  as  a  follow-up  to  the  Fourth  Defense  Buildup  Plan, 
the  government  formulated  the  "National  Defense  Program  Outline  and  made 
clear  the  design  to  not  only  build  up  military  capability  quantitatively, 
as  before,  but  to  improve  it  qualitatively.  To  Implement  the  program  out¬ 
line"  in  stages,  the  Defense  Agency  has  been  drafting  Mid-Term  Program 
Estimates"  and  states  that  the  1981  mid-term  program  is  the  program  estimte 
covering  5  years  from  1983  to  1987  and  during  this  period,  military  capabil¬ 
ity  will  be  built  up  to  the  level  anticipated  in  the  "program  outline. 


Regarding  this  course,  the  Reagan  administration  has  repeatedly ,  in  speech 
and  actions,  taken  actions  which  might  be  interpreted  as  internal  meddl  ng, 
such  as  criticizing  the  "program  outline"  as  outdated,  and  calling  for  its 
reassessment  and  acceleration.  Under  such  circumstances,  the  Defense  Agen¬ 
cy's  explanation  notwithstanding,  the  1981  mid-term  program  is  fully  meet¬ 
ing  U.S.  demands  by  going  beyond  the  concept  of  a  ' peacetime  military  capa¬ 
bility"  and  planning  for  qualitative  progress  to  ready  a  standing  military 
force  to  meet  crises."  The  statement  by  Donnelly  [Lt  Gen  Charles  L.  Don¬ 
nelly,  Jr.],  commander  of  U.S.  Forces  Japan,  that  "I  believe  the  propam 
outline  was  revised  on  such  items  as  defense  of  the  sea  lanes,  touches  on 
the  substance  of  the  matter. 

As  a  result,  the  1981  mid-term  program  substantively  incorporates  attack- 
type  weapons  system,  including  F-15's,  PSC’s,  etc.,  and  in  Reagan  s  concept 
of  simultaneous,  multiple  wars,  assumes  Japan  s  role  in  sea-lane  defense, 
i.e.,  blockade  of  the  three  straits.  It  aims  to  change  the  strategy  from 
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passive  defense  to  active  defense  and  counterattack  and  highlights  the  pos¬ 
ture  of  officially  adopting  the  course  of  collective  defense.  That  action 
far  exceeds  the  program  outline  requirements  and  the  Defense  Agency’s  com¬ 
ment  that  the  1981  mid-term  program  aims  to  meet  the  program  outline  stan¬ 
dards  is  only  an  explanation  to  deceive  the  public. 

Therefore,  the  procurement  expenses  for  offensive  weapons /frontal  armament 
in  the  1981  mid-term  program  reach  a  staggering  sum  and  are  estimated  to  be 
between  4.4  and  4.6  trillion  yen.  Moreover,  the  1981  mid-term  program  is 
not  regarded  simply  as  a  Defense  Agency’s  internal  reference  material,  as 
before,  but  authorized  as  a  government-level  agendum  because  it  has  been 
taken  up  by  the  National  Defense  Council.  In  future  budget  formulations, 
it  has  an  actual  binding  power  on  its  Implementation  and  strengthens  the 
fear  that  expansion  of  military  budgets  and  increases  in  military  spending 
in  the  future  might  become  a  fait  accompli. 

(2)  Four  Trillion  and  Several  Hundred  Billion  Yen  for  Frontal  Armament  Ex¬ 
penses 

As  mentioned  earlier,  frontal  armament  expenses  in  the  1981  mid-term  program 
amount  to  4  trillion  and  several  hundred  billion  yen.  Assuming  that  the 
sum  is  to  be  budgeted  and  the  plan  implemented  in  the  1981  mid-term  program, 
let  us  estimate  what  the  military  expenditures  might  amount  to  in  the  future 

Table  1.  1981  Mid-Term  Program — Total  Defense  Budget  and  GNP  Ratio 

With  Frontal  Armament  Expenses  Occupying  25  Percent 


FY 

Frontal 
Armament 
Expenses  (a) 

a/b 

Defense-related 
Expenses  (b) 

GNP  (4%  Average 
Annual  Increase) 

(c) 

GNP  Ratio 
(b/c) 

1983 

617.6* 

22.4% 

2**754.2* 

281**700.0* 

0.98% 

1984 

741.1 

25.0 

2  964.4 

292 

968.0 

1.01 

1985 

889.3 

25.0 

3  557.2 

304 

686.7 

1.17 

1986 

1**067.2 

25.0 

4  268.8 

316 

874.2 

1.35 

1987 

1  280.0 

25.0 

5  120.0 

329 

549.1 

1.56 

[Note 

:  *=1  billion  yen;  **=1 

trillion  yen] 

The  frontal  armament 

expenses 

budgeted  for  FY1983,  which  is  the  1st  year  of 

the  1981  mid-term  program,  amount  to  617.6  billion  yen 

.  Using  that  as  the 

base. 

approximately  20  percent  must  be  added  annually 

in  order  to  , 

attain  the 

goals  during  the  1981  mid-term  program  (see  column  "a 

of  Table  1) 

.  The 

ratio  occupied  by  frontal  armament  expenses  in  the  military  budget  is  22.4 
percent  for  this  fiscal  year  but  since  it  is  rising  annually,  it  should  be 
estimated  at  25  percent  for  the  future,  making  the  total  military  budget, 
including  frontal  armament  expenses,  over  5  trillion  yen  in  FY1987,  the 
final  year  of  the  1981  mid-term  program  (see  column  "b") .  On  the  basis  of 
•'Outlook  and  Guidance  for  Economic  Society  of  1980's,"  a  4  percent  annual 
growth  is  estimated  so  the  GNP  for  FY1987  should  be  329  trillion  549.1  bil¬ 
lion  yen  (see  column  "c")  and  the  ratio  to  GNP  should  increase  to  a  surpris¬ 
ing  1.56  percent. 
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Then,  the  problem  confronting  the  implementation  of  the  1981  mid-term  pro¬ 
gram  is  the  obvious  increase  in  military  spending  and  it  is  not  an  exag¬ 
geration  to  say  that  breaking  the  ceiling  of  GNP  1  percent  ratio,  which  had 
been  mentioned  as  a  financial  brake  on  military  outlay,  is  a  predetermined 
course  of  action.  Actually,  the  Defense  Agency  estimates  the  total  military 
spending  during  the  5-year  1981  mid-term  program  at  between  15.6  and  16.4 
trillion  yen,  and  during  this  period,  1  percent  of  GNP,  calculated  on  the 
basis  of  the  aforementioned  4  percent  annual  growth,  will  be  15  trillion 
222.2  billion  yen  so  even  a  simple  comparison  will  show  that  1  percent  of 
the  GNP  will  be  easily  exceeded. 

(3)  Breaking  the  GNP  1  Percent  Limit 

In  November  1976,  immediately  after  drafting  of  the  "program  outline,"  the 
government  decided  at  a  cabinet  meeting  that  the  military  buildup  planned 
in  the  "program  outline"  will  be  "carried  out  without  spending  a  sum  exceed¬ 
ing  one  one— hundredth  of  gross  national  product**  for  that  fiscal  year. 

Since  then,  *'program  outline  and  GNP  1  percent  limit"  has  been  the  frame¬ 
work  for  military  armament  and  financial  outlay . 

However,  even  with  respect  to  the  GNP  1  percent  ceiling,  there  have  been 
clamorous  voices,  including  the  U.S.  Congress  request  to  remove  and  increase 
it  to  1.5  percent,  as  well  as  domestic  and  overseas  demands  to  increase 
Japan's  share  of  military  expenditures.  Even  the  Japan  Strategic  Research 
Center,  which  is  said  to  be  the  operational  headquarters  for  military  expan¬ 
sion,  is  advocating  that  the  limit  be  raised  to  2.5  percent.  Believing 
that  lifting  the  1  percent  ceiling  before  the  general  elections  will  invite 
criticisms,  the  government/Defense  Agency  are  postponing  the  issue  but  at 
the  latest,  the  problem  cannot  be  evaded  in  preparing  the  FY1985  budget  and 
they  will  be  forced  to  make  the  difficult  choice  of  abandoning  the  accom¬ 
plishment  of  goals  during  the  1981  mid-term  program  or  exceeding  the  1  per¬ 
cent  limit. 

In  fact,  the  military  budget  is  increasing  yearly  and  relentlessly  approach¬ 
ing  the  GNP  1  percent  limit.  In  FY1983,  the  government  estimate  is  that 
1  percent  of  GNP  will  amount  to  2,817,000,000,000  yen  while  military  outlay 
will  be  2,754,200,000,000  yen  so  the  difference  is  only  62.8  billion  yen 
and  the  ratio  to  GNP  is  0.98  percent.  If  the  basic  wage  rate  increase  rec¬ 
ommended  by  the  National  Personnel  Authority  is  added,  there  is  hardly  any 
gap  and  even  from  this  standpoint,  it  must  be  said  that  the  breakthrough  of 
the  1  percent  ceiling  is  only  a  matter  of  time. 

The  problem  does  not  rest  there.  Excluded  from  Japan's  military  outlay  are 
military  pension  costs  which  more  than  quadrupled  in  the  past  10  years  and 
rose  to  an  annual  1.6  trillion  yen.  The  Maritime  Safety  Agency's  budget  of 
117.5  billion  yen  is  another  separate  item.  If  this  is  included,  i.e.,  if 
calculated  according  to  the  NATO  formula,  Japan's  military  outlay  totals 
4,475,300,000,000  yen  and  reaches  1.59  percent  of  GNP  (see  Table  2). 
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Table  2.  Calculation  Based  on  So-Called  NATO  Formula 

(Unit:  100  million  yen) 


Fiscal  Year 


Item  - - , 

1973 

1979 

1980 

1981 

1982 

1983 

Military  Expenses 

9,355 

20,945 

22,302 

24,000 

25,861 

27,542 

Ex-Military  Pension  Costs 
Expenses  related  to 

3,831 

12,332 

13,529 

15,085 

15,900 

16,036 

Maritime  Safety  Agency 

412 

1,142 

1,128 

1,179 

1,190 

1,175 

Total 

13,598 

34,419 

36,959 

40,264 

42,951 

44,753 

Ratio  to  GNP  [%] 

1.24 

1.48 

1.49 

1.52 

1.55 

1.59 

In  addition,  military  expenses  exceeding  20  billion  yen  are  hidden  in  the 
budgets  of  other  ministries  and  agencies,  including  the  18.7  billion  yen  in 
Ministry  of  Home  Affairs.  When  all  these  expenses  are  put  together,  Japan's 
military  budget  reaches  an  immense  sum,  even  in  absolute  figures,  and  is 
undeniably  oppressing  the  people's  welfare  and  the  nation's  finances. 

In  spite  of  that,  with  the  claim  that  the  1  percent  of  GNP  ceiling  has  no 
basis,  the  campaign  recently  has  become  rampant  to  eliminate  the  ceiling. 
However,  the  1  percent  limit — and  I  am  not  saying  that  spending  is  alright 
if  it  is  within  the  limit — was  established,  at  the  least,  as  a  financial 
brake  to  prevent  Japan  from  becoming  a  major  military  nation.  For  that 
reason,  removal  of  the  1  percent  ceiling  would  nullify  the  control  function 
of  finances  and  create  the  risk  of  boundlessly  inflating  military  expendi¬ 
tures.  Within  the  government,  there  are  some  who  are  considering  new  re¬ 
straints,  such  as  "within  1  percent  of  the  budget,"  on  the  premise  that  the 
GNP  1  percent  ceiling  will  be  exceeded  but  any  brake  that  can  be  removed 
to  suit  military  needs  is  nonsensical. 

(4)  Enormous  Deferred  Liabilities 

Before  formulating  the  military  budget  surpassing  the  GNP  1  percent  limit, 
the  government/Defense  Agency  used  various  means  to  obtain  funds  in  advance. 
One  of  them  is  deferred  liability.  This  is  the  system  whereby,  in  procuring 
weapons,  a  small  down  payment  is  made  at  first  and  the  balance  is  paid  over 
a  period  of  5  years,  at  the  most,  or  paid  at  the  time  the  weapons  are  de¬ 
livered.  Generally,  it  is  called  "credit  buying."  There  are  two  types, 
contract  authorization  and  continuing  expenditure,  and  both  are  exceptions 
to  practices  of  "current  fiscal  year  policy."  Prior  to  World  War  II,  mili¬ 
tary  expenditures  were  treated  as  Emergency  Military  Expense  Special  Account, 
handled  separately  from  the  ordinary  budget  with  the  fiscal  year  extended 
to  the  war's  termination  (during  World  War  II,  101  months  were  considered 
as  1  fiscal  year) ,  and  details  of  war  expenses  were  kept  entirely  secret . 

To  eliminate  such  abuses,  the  "current  fiscal  year  policy"  was  established 
and  is  one  of  the  democratic  financial  practices.  Therefore,  use  of  excep¬ 
tional  measures,  such  as  deferred  liability,  should  be  exercised  with  utmost 
caution,  particularly  with  respect  to  military  expenditures  in  view  of  past 


30 


developments,  but  the  Defense  Agency  is  misusing  this  system  by  obtaining 
budget  allocations  in  advance  ancl  leaving  enormous  liabilities  for  the 
future . 

In  the  FY1983  budget,  previous  liability  which  had  to  be  paid  this  year 
amounted  to  855  billion  yen,  and  in  the  FY1984  estimated  budget  request,  the 
liability  will  amount  to  985  billion  yen.  The  percentage  taken  up  in  mili¬ 
tary  outlay  is  increasing  annually  and  has  already  exceeded  30  percent  (see 
Figure  4) . 


Figure  4.  Amount  and  Percentage  Occupied  by  Credit  Payments  (Deferred 
Liabilities)  in  Defense-Related  Expenses  of  Various  Years 

Key; 

1.  Trillion  yen  [unit;  100  million  yen] 

2.  Estimated  budget  request  base 

3.  Percent 

4.  Years— 1978,  1979,  etc. 

This  fiscal  year's  new  contract  authorization  amounted  to  966  billion  yen, 
of  which  only  25  billion  yen,  or  2.6  percent,  were  committed  as  down  payment 
with  the  remainder  charged,  in  entirety,  as  deferred  liability.  The  situa¬ 
tion  is  worse  with  the  continuing  expenditure  and  of  the  total  of  140  bil¬ 
lion  yen,  the  Ist-year  payment  is  only  1.3  billion  yen  and  the  remainder 
credited  to  future  payments.  These  past  obligations,  added  to  liabilities 
to  be  deferred  from  the  next  fiscal  year,  will  amount  to  1,975,000,000,000 
yen,  i.e.,  a  sum  equivalent  to  72  percent  of  this  year's  budget  remains  as 
deferred  liabilities.  Next  fiscal  year's  deferred  liability  will  further 
increase  to  500  billion  yen  and  the  total  deferred  liabilities  will  exceed 
the  staggering  figure  of  2.47  trillion  yen. 
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In  spite  of  the  talk  about  a  military  budget  increase,  the  Defense  Agency 
still  considers  it  inadequate  and  in  tenaciously  seeking  accomplishment  of 
the  1981  mid-term  program,  is  incurring  new  deferred  liabilities  exceeding 
1  trillion  yen  annually.  The  agency  is  trying  to  utilize  this  to  exert 
maximum  pressure  on  obtaining  future  increases  in  military  spending,  and 
it  is  a  certainty  that  the  military  cost  commitment  to  pay  the  liabilities 
will  become  an  increasingly  heavy  burden. 

3.  Other  Causes  of  Sudden  Increase  in  Military  Expense 

(1)  Skyrocketing  Weapon  Prices 

Military  expansion  in  the  1981  mid— term  program  are  the  basic  reasons  for 
the  military  spending  increase  and  the  bigger  ratio  of  frontal  armament 
costs  has  been  pointed  out  earlier  but  among  them,  the  increase  in  weapon 
prices  must  not  be  overlooked.  Upon  entering  the  1980*s,  munitions  indus¬ 
tries  have  become  a  trillion-yen  industry  and  are  becoming  active  because 
of  military  expansion  budgets  and  direct  armament  procurements . 

Since  weapon  procurement  has  been  conducted,  as  previously,  through  volun¬ 
tary  contracts  and  not  through  competitive  bidding,  the  factor  of  competi¬ 
tive  prices  does  not  enter  and  the  possibility  is  great  that  prices  are 
comparatively  high.  Furthermore,  at  present,  oligopolistic  practices  have 
entered  with  20  top-ranking  firms,  led  by  the  Mitsubishi  Group,  holding  60 
to  70  percent  of  the  procurement  quota  (see  Figure  5),  and  in  order  to  main¬ 
tain  the  production  lines  of  large  makers,  procurement  orders  are  partition¬ 
ed  through  negotiations.  In  addition,  various  enterprises  actively  hire 
former  ranking  self— defense  officers  and  there  is  a  closer  personnel  tie  be¬ 
tween  the  military  and  industries. 

Under  these  circumstances,  the  prices  of  principal  weapons  are  skyrocketing 
at  a  speed  faster  than  the  upward  spiraling  commodity  prices.  For  example, 
comparing  1978  and  1983  prices,  the  cost  of  each  F-15,  which  is  the  show¬ 
piece  armament  of  the  1981  mid-term  program,  and  75  of  which  will  be  pro¬ 
cured  during  the  program,  will  nearly  double  from  6.2  to  11.5  billion  yen 
in  the  5  years.  Similarly,  the  cost  of  P3C's,  50  of  which  are  expected  to 
be  purchased,  will  rise  from  6.6  to  11.2  billion  yen;  antitank  helicopters 
will  nearly  treble  from  800  million  to  2.3  billion  yen;  and  "A"  class  escort 
destroyers  (DD’s)  will  rise  from  28.1  to  41.6  billion  yen.  These  are  alarm- 
ing  cost  increases. 

The  Defense  Agency  explains  that  the  reasons  for  the  cost  increases  are 
rises  in  commodity  prices,  exchange  rates  and  domestic  production  ratio, 
outfitting  of  new  armaments,  etc.,  but  since  concrete  details  are  not  re¬ 
vealed,  the  matter  is  unclear.  The  issue  is  often  taken  up  in  Diet  budget 
deliberations  but  even  the  unit  costs  are  not  yet  precisely  specified. 
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Figure  5.  Contract  Sum  of  Top-Ranking  20  Firms  in  Defense-Related 
Expenditures  and  Weapons  Procurement,  Etc. 


Key : 

1.  100  million  yen 

2.  Years;  1976,  1977,  etc. 

3.  Source:  Compiled  from  "Armaments  Annual" 

(2)  Sudden  Increase  of  "Consideration  Burden" 

The  sudden  increase  of  "consideration  burden"  cannot  be  overlooked.  By 
"consideration  burden"  is  meant  the  equipment  costs  of  facilities,  labor 
costs,  etc.,  which  Japan  provides  the  U.S.  forces  in  Japan.  It  started  as 
Japan's  share  of  expenses,  out  of  "consideration"  for  the  United  States, 
in  1978  when  the  dollar  was  cheap  and  the  yen  was  expensive,  and  the  term 
has  continued  to  be  used. 

At  first,  costs  amounted  to  about  6.1  billion  yen  but  the  United  States 
annually  requested  an  increase  in  Japan's  share  and  in  FY1979,  the  amount 
was  28  billion  yen  and  reached  60.8  billion  yen  in  FY1983.  In  6  years,  the 
sum  increased  by  10  times  and  appears  to  be  escalating  in  the  future.  In 
particular,  annual  increase  of  facilities  equipment  costs  is  at  a  high  20- 
percent  level  and  in  FY1983,  amounted  to  43.9  billion  yen,  an  increase  of 
24.8  percent,  far  exceeding  the  6.5  percent  increase  in  military  outlay 
(see  Table  3) . 
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Heretofore,  under  the  Japan-U.S.  Treaty  of  Mutual  Cooperation  and  Security, 
there  were  limitations  in  the  provision  of  various  facilities  and  at  the 
least,  Japan  was  supposed  to  provide  them  voluntarily  but  recently,  strong 
U.S,  demands  have  actually  made  it  an  official  requirement.  Particularly, 
U.S.  Congress  sources  have  begun  to  propose  that  since  U.S.FJ  bases  exist 
for  Japan^s  defense,  Japan  should  shoulder,  in  the  entirety,  military  base 
construction  costs  and  in  the  3  August  Senate  meeting,  took  the  action  of 
reducing  the  construction  budget  allocations  to  deploy  F-16*s  at  Misawa  Air 
Base. 

The  Japanese  Government  has  shown  an  extremely  timid  response  and  probably 
to  avoid  military  friction,  has  accepted  U.S.  demands  in  toto  and  the  De¬ 
fense  Facilities  Administrative  Agency  has  been  downgraded  now  to  **U.S. 

Forces  Base  Construction  Corporation."  Acceding  to  U.S.  demands,  the  agency 
is  trying  to  build  1,000  units  of  U.S.  forces  housing  at  the  former  Ikego 
ammunition  depot  in  Kanagawa  Prefecture  against  the  strong  opposition  of 
local  residents,  and  has  decided  on  the  first-phase  construction  of  248  hous¬ 
ing  units  and  4  barracks  at  Misawa  base  to  facilitate  the  deployment  of 
F-16’s. 

Recently,  the  scope  of  the  construction  has  extended  from  the  housing  units 
and  barracks  to  oil  storage  facilities,  maintenance  shops,  air  raid  shelters 
for  F-15’s,  etc.,  of  the  U.S.  Air  Force.  If  that  keeps  up,  it  is  possible 
that  Japan  will  have  to  provide  a  training  airfield  for  aircraft  aboard  the 
carrier,  "USS  Midway." 

If  Japan  goes  this  far,  it  is  not  merely  performing  "considerate"  acts  but 
is  engaging  in  the  risky  task  of  building  a  forward  U.S.  base  against  the 
USSR  by  strengthening  and  perpetuating  U.S.  facilities  in  Japan. 

Conclusion 

In  this  article,  I  have  examined  Japanese  military  expansion  with  the  focus 
on  military  expense  increase,  particularly  from  budgetary  and  financial 
standpoints.  Although  not  in-depth,  I  wanted  to  call  attention  to  the  point 
that  the  military  budget  itself,  including  direct  armament  expenses  and  de¬ 
ferred  liabilities  of  the  1981  mid-term  program,  is  already  set  up  so  as  to 
perpetuate  the  increases . 

If  that  is  the  case,  it  is  futile  to  voice  opposition  against  military  bud¬ 
get  increases  on  each  occasion,  year  after  year,  and  it  is  necessary  to 
start  full-scale  movement  and  actions  to  dissolve  the  1981  mid-term  program 
which  is  at  the  root. 

For  that  reason,  the  Japan  Socialist  Party  is  making  concrete  proposals  to 
halt  the  1981  mid-term  program,  which  is  the  pillar  of  military  expansion; 
freeze  and  reduce,  on  a  planned  basis,  the  military  budget  and  completely 
eliminate  attack- type  weapons.  It  is  necessary  to  convert  these  policies 
into  tasks  for  effective  action  and  implementation  and  to  unite  and  develop 
them  with  the  overall  antinuclear-disarmament  struggle. 


35 


On  the  other  hand,  in  order  to  secure  a  nonnuclear  peaceful  zone  in  North¬ 
east  Asia,  not  only  are  domestic  movements  needed  but  international  actions, 
such  as  working  on  concerned  countries,  also  are  needed. 

In  contrast  to  the  government’s  measures  against  a  Soviet  threat  and  a  total 
reliance  on  a  course  of  military  expansion,  these  policies  and  movements 
constitute  an  aggressive  means  to  create  the  foundation  for  international 
peace  and  for  easing  of  strained  relations.  With  an  outlook  such  as  this, 
the  Japan  Socialist  Party  must  establish  and  promote  a  new  peace  strategy. 
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ECONOMIC 


INCREASE  IN  INVESTMENT  FROM  ABROAD  DESCRIBED 

Tokyo  SHUKAN  DAIYAMONDO  in  Japanese  18  Jun  83  pp  40-53 

[Text]  More  Than  60  Percent  of  the  Companies  Increased  Profit 

During  the  last  10  years  direct  foreign  investment  in  Japan  has  quadrupled. 

It  is  cumulatively  as  much  as  about  $3.5  billion  (about  800  billion  yen,  as 
of  March  1982),  according  to  the  Ministry  of  International  Trade  and  Industry. 

In  December  1980  the  new  "Foreign  Exchange  and  Foreign  Trade  Control  Law"  was 
enacted  so  that  the  past  "approval  system"  for  direct  investment  in  Japan  was 
modified  to  the  system  of  "principled  freedom."  Also,  when  Japan  announced  in 
May  1982  at  home  and  abroad  that  it  would  open  its  market,  interest  in  foreign 
investment  in  Japan,  with  the  second  largest  market  in  the  Free  World,  has  been 
heightened. 

Reflecting  such  a  situation,  new  investments  have  been  made  successively. 

Commerce  and  services  cover  about  70  percent  of  the  investments  and  manufactur¬ 
ing  about  30  percent.  The  former  type  in  the  already  existing  foreign  businesses 
was  over  50  percent,  the  latter  type  40  percent  and  others  10  percent. 

Therefore,  new  investments  are  heavily  in  commerce  and  service.  The  current 
survey  of  the  top  300  companies  with  foreign  investment  in  Japan  shows  that  by 
types  of  businesses  commerce  and  service  are  the  largest,  with  34  percent  of 
the  total.  This  is  followed  by  chemicals  with  17  percent,  electric  machinery 
with  9  percent,  pharmaceuticals  and  medical  equipment  with  6  percent  and  machin¬ 
ery  with  less  than  6  percent.  These  are  the  top-ranking  types  of  businesses. 

The  previous  survey  showed  that  commerce  and  service  were  26  percent,  chemicals 
15  percent ,  pharmaceuticals  and  medical  equipment  10  percent ,  other  manufactur¬ 
ing  9  percent  and  electric  machinery  7  percent.  The  current  survey  shows  that 
the  nvimber  of  enterprises  related  to  electric  machinery  has  increased. 

In  the  1983  edition  on  the  reported  earnings  in  1982  the  number  of  companies 
that  increased  reported  earnings  was  183  out  of  300  companies,  or  61  percent 
of  the  total.  Of  the  183  companies  with  Increased  profit,  35  companies  achieved 
an  over  two-fold  growth  rate. 
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Top-ranking  Companies,  Familiar  Faces 

Of  the  20  best  companies  in  the  1983  edition  only  2  companies,  Japan  Molex  and 
Bristol-Myers,  did  not  appear  in  the  20  best  companies  in  the  past  10  years. 
Others  are,  so  to  speak,  "familiar  faces."  It  tells  us  that  to  that  degree 
they  are  entrenched  in  the  Japanese  market. 

Except  when  Japan  IBM  was  surpassed  in  the  1981  edition  by  oil  refining  companies 
that  grew  rapidly  because  of  the  foreign  exchange  difference  on  reported  earnings 
in  1980,  it  has  held  on  to  the  top  place  for  nine  times  out  of  the  past  10.  Toa 
Fuel  Industry  occupied  second  place  five  times,  and  Nestle  experienced  being  in 
■second  place  three  times. 


Changes  in  earnings  among  the  top  20  companies  can  give  us  an  estimate  of  the 
moves  of  all  foreign  investment  in  Japan.  The  total  earnings  of  the  20  com¬ 
panies  during  the  past  5  years  and  the  number  of  enterprises  with  more  than  10 
billion  yen  earnings  are  shown  below. 

Gross  earnings 

Edition  (100  million  yen)  Number  of  companies 


1979 

1980 

1981 
1982 
1983 


3428 

3536 

5749 

4217 

4044 


11 

16 

15 

13 

12 


The  increase  and  decrease  in  the  number  of  companies  with  more  than  10  billion 
yen  in  reported  earnings  and  the  increase  and  decrease  trend  of  the  total 
earnings  of  the  top  20  companies  generally  agree.  But  for  1980  and  1981,  among 
these  companies  with  more  than  10  billion  yen  earnings,  appeared  companies  with 
drastically  Increased  earnings. 


Steady  Pace  of  the  Top  10  Companies 


In  the  following  we  will  touch  upon  several  companies  that  merit  our  attention. 

Japan  IBM.  Although  its  settlement  in  December  1983  showed  a  13.1  percent  in¬ 
crease  in  earnings,  its  before-tax  profit  showed  a  12.8  percent  drop,  and  its 
after-tax  profit  a  9.2  percent  drop.  Its  reported  profit  showed  a  7.8  percent 
increase,  but  data  available  from  the  company  showed  decreased  profit.  This  is 
caused  by  the  difference  between  the  business  laws  and  the  tax  laws.  Of  the 
13.1  percent  in  Increased  earnings,  domestic  sales  showed  a  13.1  percent  Increase, 
and  the  export  sales  a  6.2  percent  increase.  But  since  then  exports  leveled 
off.  This  was  caused  by  the  fact  that  the  production  system  of  the  group’s 
overseas  factories  was  consolidated,  and  parts  supplies  from  Japan  became  un¬ 
necessary  . 

In  1983  the  amount  of  new  investment,  too,  dwindled,  and  the  seliing-out  ratio 
tended  to  rise.  Thus  demand  for  funds  was  not  so  great.  As  the  growth  in  sales 
continues  to  be  at  a  two-digit  level,  this  will  turn  into  Increased  profit. 
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Toa  Fuel  Industry.  Its  1982  reported  earnings  showed  a  large,  43.1  percent 
growth  over  the  preceding  year.  This  came  about  because  the  1981  reported 
earnings  reflected  the  large-scale  Increased  profit  of  1980,  which  was  compressed 
because  the  reserve  for  corporate  taxes  was  approved.  The  amount  of  ordinary 
profit  showed  only  a  3.8  percent  Increase. 

The  December  1982  settlement  showed  a  3.4  percent  increase  in  earnings,  but 
they  decreased  in  terms  of  amount.  Against  high  raw  materials  costs  price 
revisions  were  delayed,  and  business  profits  decreased.  The  increase  in  or¬ 
dinary  profits  was  caused  by  the  decrease  in  the  burden  for  interest  due  to 
the  improvement  of  finance  and  to  the  reduction  in  foreign  exchange  loss. 

Fuji  Xerox.  Toward  the  goals  of  the  10-year  plan— 100  billion  yen  in  sales  in 
1990  and  a  60  percent  ratio  for  copiers— the  company  has  made  steady  progress. 

The  October  1982  settlement  as  the  object  of  the  current  reported  earnings 
shows  198.2  billion  yen  in  sales,  or  a  19  percent  increase,  and  20.6  billion 
yen  in  ordinary  profits,  or  a  17  percent  increase. 

In  1981  it  changed  from  a  rental-only  business  to  a  partial-sale  business.  At 
the  same  time  it  established  one  after  another  sales  companies  with  local 
capital  in  each  area.  The  success  in  the  policy  shift  was  linked  to  the 
favorable  settlement.  The  number  of  these  sales  companies  has  increased  to 
more  than  30. 

Also,  as  Fuji  Xerox  has  improved  its  technology  and  productivity,  it  has  strong¬ 
ly  tended  to  become  a  worldwide  production  center.  Therefore,  Fuji  Xerox  will 
necessarily  increase  exports  so  as  to  supply  each  company  in  the  group.  The 
October  1981  settlement  showed  a  30  percent  increase,  and  in  1982  Fuji  Xerox 
earned  35  billion  yen,  or  a  64.4  percent  increase.  (If  knockdown  parts  supply 
is  Included,  its  earnings  will  be  as  much  as  50  billion  yen) . 

On  the  occasion  of  its  20th  anniversary  the  company  started  sales  through  a 
local  area  network  called  the  "Insaa  [phonetic]  net."  This  is  a  systematiza¬ 
tion  of  personal  computers,  word  processors  and  other  machines  and  will  become 
indispensable  to  office  automation.  With  the  sale  of  the  "insaa  net"  the  com¬ 
pany  is  attempting  to  change  from  a  producer  dependent  on  copiers  to  all-purpose 
office  automated  equipment  maker. 

Revival  with  the  Introduction  of  New  Products 

Japan  Coca-Cola.  The  undisputed  top  soft  drink  maker  reported  19.3  billion  yen 
in  earnings  at  the  January  1982  settlement,  or  a  40  percent  increase  over  the 
preceding  year.  The  1982  sales  by  the  soft  drink  industry  showed  a  minus 
growth.  But  Japan  Coca-Cola  displayed  its  power.  Its: main  force,  Coca-Cola, 
showed  an  increase  of  3  percent  over  the  preceding  year.  In  addition  to  the 
recovery  of  the  main  product,  the  company  was  successful  in  its  Introduction  of 
new  products.  After  it  started  selling  "Georgia  Coffee"  (in  cans)  6  or  7  years 
ago,  its  sales  increased  by  20  to  30  percent  every  year.  Furthermore,  the 
nutritional  drink  "Real  Gold,"  for  which  as  king-sized  goods,  a  national  sales 
network  was  established,  contributed  greatly  to  Sales  and  profit; 
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At  a  board  of  directors  meeting  on  23  May  1983  Japan  Coca-Cola  voted  to  promote 
Welton  H.  Johnson,  managing  director  and  vice  president,  to  president.  This  is 
said  to  add  more  momentum  to  the  improvement  of  the  "Coca-Cola  family"  business. 
The  non-cola  "Sprite"  has  gained  a  top  share  of  the  market.  The  company  wants 
to  promote  "Hi-C"  and  other  products  too,  as  the  first-  or  second-ranking  giant 
merchandise. 

Japan  Shaklee.  This  company  is  growing  rapidly,  riding  high  on  the  health  food 
boom.  Its  main  merchandise  are  natural  vitamin  E  and  various  nutritional  food 
supplements  made  primarily  from  soybean  protein.  These  cover  85  to  87  percent 
of  the  total  sales.  The  company  has  home  detergents  and  skin  care  products. 

Its  home  office  in  the  U.S.  was  established  in  1956,  and  it  is  a  pioneer  in 
this  field.  Its  Japanese  corporation  was  established  in  1975.  Even  though  it 
has  a  short  history,  its  proclamation  that  "these  products  are  nutritional 
food  supplements  which  use  natural  raw  materials  to  balance  nutrition  by 
supplementing  the  diet  of  people  living  in  this  modern  age"  has  won  the  hearts 
of  consumers.  This  company  has  achieved  the  best  records  among  its  overseas 
subsidiaries. 

Its  unique  sales  method  supports  it.  In  a  word,  it  is  consignment  sales. 

Even  when  a  sales  agent  contract  is  signed,  absolutely  no  deposit  or  quota  is 
required.  Returns  are  freely  accepted.  The  salesperson  receives  a  22  percent 
commission  on  sales.  When  sales  become,  large,  the  salesperson  consigns  part  of 
the  sales  to  others  and  receives  back  a  fee  of  up  to  8  percent  for  "branching 
out." 

"The  method  is  based  on  the  premise  that  when  you  try  produces  and  are  satisfied, 
you  can  recommend  them  to  others,  too.  Since  the  maximum  safety  of  the  trans¬ 
action  is  assured  for  the  selling  party,  this  method  has  never  created  problems 
either  in  U.S.  or  in  Japan,"  according  to  President  Kimiakl  Morishita. 

When  people  become  customers,  the  company  at  the  same  time  signs  a  contract  for 
consigned  sales.  They  are  called  family  members,  and  they  currently  number 
about  250,000.  The  number  of  those  who  engage  in  actual  sales  activity  is  3,300. 
The  growth  rate  is  rapid,  but  "we  do  not  care  about  the  growth  rate.  If  con¬ 
sumers  accept  our  products,  that  will  do."  (Morishita) 

With  High-efficienty  Raw  Materials  Strength  Is  Displayed 

Toyo  Products.  This  is  a  joint  venture  company  by  Toray  Industries  and  DuPont 
of  the  U.S.,  each  with  an  equal  amount  of  Investment  established  in  1964  for 
the  purpose  of  commercially  producing  polyurethane  elastic  fiber.  Polyester 
elastic  fiber  was  developed  by  DuPont  after  ovfer  15  years.  In  1966  Toyo  Pro¬ 
ducts  began  to  produce  it  under  the  brand  name  "operon"  [phonetic] , at  Otsu  City, 
Shiga  Prefecture.  Since  then  it  has  achieved  a  steady  growth,  and  the  company 
has  become  a  top  enterprise. 

The  drastic  increase  in  earnings  has  become  possible  because  in  addition  to 
the  heightened  sports  fever  in  recent  years,  it  has  accommodated  the  needs  for 
differentiation  by  seeking  high  efficiency.  The  elastic  fitting  feeling  as  in 
swim  suits,  training  wear,  body  suits  and  casual  slacks  is  popular. 
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Besides  these ^  Toyo  Products  has  begun  to  handle  the  non-woven  .material, 
"Sontara."  Furthermore,  since  April  1982  the  company  has  imported  for  sale  the 
polyester  elastic  material,  "Hytrel,"  from  DuPont. 

The  company  will  start  domestic  production  this  sunnner. 

It  has  been  decided  that  Vice  President  Yoshitaro  Sonko  fo  Toray  Industries 
will  .take  office  as  president  at  the  end  of  June.  The  emergence  of  a  "new 
big-wig  president"  may  be  said  to  indicate  the  company's  intent  that  it  is 
determined  to  achieve  growth. 

From  now  on  the  company  intends  to  add  high-efficiency  unique  strategic  mater¬ 
ials  to  its  ranks  of  battle.  This  company  may  be  said  to  be  one  of  the  typical 
examples  of  excellent  advanced  joint  ventures. 

Sumitomo  3M.  It  started  business  in  1961  with  the  domestic  production  of 
industrial  binding  material.  This  was  followed  by  the  domestic  production 
of  adhesive  tapes  in  1962  and  of  magnetic  tapes  in  1963.  The  company  has  grown 
to  be  a  top-class  company.  At  present  at  its  Sagami  plant  binding  material, 
adhesive  tapes,  magnetic  tapes  and  floppy  discs  are  produced  and  sold.  Also 
audio  cassettes,  video  cassettes  and  connectors  produced  at  its  subsidiary, 
Yamagata.3M,  are  sold  there. 

In  1982,  in  addition  to  binding  material,  adhesive  tapes,  information-related 
video  cassettes,  floppy  discs  and  computer  connectors,  the  sale  of  insulation 
material  for  sportswear,  "Shinsareto  [phonetic] ,"  was  brisk. 

Sumitomo  3M  has  a  ratio  of  about  65:35  between  domestic  production  and  Imports. 
But  from  now  on  the  proportion  of  domestic  production  will  tend  to  rise.  Also 
for  activation,  expansion  and  nurturing  of  a  new  product  group  will  be  attempted. 
The  company  targets  new  products  (5  years  old  or  less)  for  25  percent  of  total 
sales. 

In  1983  the  company  estiamtes  that  it  will  increase  sales  by  10  percent.  Diver¬ 
sification  of  sales  Clients  seems  to  be  one  of  the  reasons  for  profitability. 

Growth  in  the  "Play"  Market 

Sega  Enteirprises .  This  is  a  top  maker  of  amusement  machines.  It  is  a  subsid¬ 
iary  of  a  New  York-based  conglomerate.  Gulf  and  Western  Industries. 

Its  earnings  showed  a  7.6-fold  increase  over  the  preceding  year.  Its  growth 
rate  was  large ,  but  this  was  due  to  low  reported  earnings  in  the  Preceding 
year. 


To  begin  with,  amusement  machines  are  highly  faddish,  and  their  demand  heavily 
fluctuates.  For  a  while  the  "invader"  boom  profited  the  industry  as  a  vAiole, 
but  with  the  end  of  the  boom,  the  industry  became  overstocked. 


Sega  was  no.  exception.  During  that  time  it  disposed  of  its  dead  stock,  with 
the  idea  of  getting  ready  for  the  next  stage  by  pressing  out  the  puss.  As  a 
result,  reported  eaimings  for  1981  were  only  400  million  yen. 
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Generally  speaking,  the  business  market  has  not  risen  since  the  invader  game. 
However,  although  Sega  estimates  that  there  is  not  as  much  potential  for  growth 
as  in  the  past,  there  is  a  deep-rooted  potential  demand.  For  this  reason,  the 
company  intends  to  achieve  a  steady  growth  by  throwing  in  new  merchandise.  On 
the  other  hand,  it  plans  to  offer  merchandise  for  general  customers  to  increase 
its  growth.  As  its  first  step,  it  has  begun  to  sell  personal  computers.  By 
this  diversification  it  plans  to  raise  the  current  25  billion  yen  in  sales  to 
50  billion  yen  in  the  future.  At  that  time  the  company  estimates  to  have  a 
50:50  ratio  between  business  merchandise  and  personal  computers. 

Fast-growing  BMW  with  Differentiation 

Amid  the  dwindling  imported  car  market,  BMW  has  achieved  large-scale  growth  in 
the  number  of  cars  sold.  The  imported  car  market  reached  its  peak  in  1979  with 
60,000  cars.  Since  then  the  demand  has  kept  declining.  In  1982  the  market  was 
35,508,  or  a  7  percent  decrease  over  the  preceding  year  or  as  much  as  a  41  per¬ 
cent  drop  over  the  peak  period.  In  this  atmosphere,  BMW  grew  from  3,662  in  1981 
to  5,293  in  1982,  or  an  amazing  45  percent  increase. 

Luda  Peifen  [phonetic],  managing  director  of  Japan  BMW,  mentions  the  factors 
for  favorable  growth  as:  "First  of  all,  it  is  a  good  product:  BMW  is  high 
quality  and  high  efficiency  and  suits  the  individualized  life  style  of  consumers. 
In  addition  to  that,  a  sales  company  has  been  established  with  100  percent  in¬ 
vestment  from  the  manufactures,  and  it  has  made  an  enormous  investment  in  per¬ 
sonnel,  marketing  and  dealerships,  without  being  bound  by  considerations  of  a 
short-tem  profit." 

Because  the  company  has  capital  of  2.97  billion  yen,  it  is  conspicuously  large 
as  a  sales  company  with  foreign  investment.  In  this  case  one  can  see  the  deter¬ 
mination  of  the  company  to  sink  its  roots  deeply  into  the  Japanese  market. 

The  number  of  employees  has  been  strengthened  from  210  to  261,  with  a  concen¬ 
tration  on  marketing  and  advertising  staff.  Plans  call  for  increasing  the  man¬ 
power  to  290  this  year. 

It  showed  a  45  percent  growth  last  year  and  a  31  percent  growth  during  the  1st 
quarter  of  1983.  Last  May  the  small  car,  the  381i,  was  completely  remodeled 
and  thrown  into  the  Japanese  market  to  spur  the  sales  expansion.  The  company 
was  eager  to  arouse  demand  for  the  car  among  consumers,  who  are  used  to  Japanese 
cars,  and  to  "keep  increasing  the  sales  by  20  percent  each  year." 

Toshiba  EMI.  This  is  a  record  and  music  tape  sales  company.  Of  the  total 
sales,  66  percent  are  in  records,  29  percent  in  music  tapes  and  4  percent  in 
software-related  items.  This  is  one  of  the  large  record  companies  with  its 
own  record  manufacturing  factories.  There  are  about  25  record  companies  in 
Japan,  but  only  seven  of  them  have  record  manufacturing  factories. 

The  large  increase  in  reported  earnings  for  1982  (43.8  percent)  was  partially 
brought  about  by  So  Terao’s  big  hit,  "Ruby  Ring."  Even  though  it  was  an  LP 
record,  it  scored-breaking  sale  of  over  1  million. 
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A  new  contract  singer,  Hiroko  Yakushimaru,  and  others  were  added.  In  the 
recording  industry,  because  FM  broadcasting  and  records  have  been  passed 
around,  individual  recordings  have  increased,  and  sales  of  records  have  hit 
the  ceiling. 

Toshiba  EMI,  too,  faced  a  reduction  in  sales  in  1983,  as  it  had  too  good  a 
year  in  1982. 

Notes  to  Table: 

1.  In  the  survey  300  top-ranking  enterprises  with  over  20  percent  foreign 
investment  were  selected. 

2.  No  capital  amount  is  shown  in  Japanese  branches  and  offices  of  financing 
and  insurance  companies;  these  enterprises  are  indicated  with  an  asterisk  *. 

3.  Because  Asahi  Dow  has  merged  with  Asahi  Kasei,  it  will  not  be  included  in 
the  survey  from  now  on. 

4.  Levi  Strauss  Japan  was  changed  in  November  1982  from  a  Japanese  branch 
to  a  Japanese  corporation. 

[Table  on  following  pages] 
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Japan  Special  Agrochemical  3,693  3,140  Tateno,  Ltd.,  Bayer  Co,  03-665- 

Agrochemical  manufacturing  and  others  (West  Germany)  8151 


1 

1 

H 

t 

1 

1 

cn 

1 

1 

1 

o 

ON 

m 

m 

CM 

CM 

o 

CM 

H 

t>. 

1 

o 

ON 

cn 

00 

«o 

fN, 

CM 

H 

(M 

H 

< 

H 

*0  H 

CM  H 

H 

t 

H 

CM 

H 

rH 

CM  H 

1 

lO 

i 

H 

00 

in 

1  m 

1  H 

1  H 

m 

H 

1 

On 

rN. 

1  m 

cn 

CS4 

CO 

'4- 

>3* 

in 

cn  r- 

CO  *4- 

cn  H 

Ml- 

CM 

cn 

in 

cn  H 

NO  H 

o 

O 

O 

UO 

o 

iH 

o 

O  CM 

O  CM 

o 

H 

o 

CM 

o 

cn 

o  cn 

o 

o 

*3 

3 

3 

1 

(«-S 

♦H 

3 

U 

o 

H 

3 

• 

»4) 

3 

3 

3 

3 

• 

S 

CO 

H 

• 

44 

w 

3 

< 

3 

u 

#1 

0 

*,  • 

0 

3 

3  3 

H 

• 

>>,33 

3 

• 

*3  • 

0 

•  CO 

44 

o 

3 

A 

•H  *3 

H 

O  w 

H  ^ 

a 

3  CO 

H 

o  • 

3 

3: 

3 

&  3 

H 

U  • 

M 

3  • 

3  33 

O 

3 

3  3 

33 

3 

CO 

0  ^ 

Oti  3> 

3 

H 

a 

•H 

H  3 

3 

0 

H  • 

U  3 

•H 

3 

3 

q 

M 

<  CJ 

Si 

3 

O 

o 

3  3) 

'3 

O 

3 

O 

/-N 

3 

44 

H 

U  ^ 

3  3 

u  .• 

3 

3  M 

3 

3 

q 

t/l 

♦H 

cn 

M 

3 

91 

^  S 

M  a 

•H 

M  3 

m 

O 

CO 

3 

CO 

3  • 

o 

91 

3  • 

O  3 

3  M 

H 

U  43 

H 

s 

fH 

'3 

O  *3 

3> 

'H 

i 

•H 

3  O 

5  o 

a  0 

H 

O  44 

3 

33 

3 

q 

CD 

H  44 

X 

O 

< 

0 

O  O 

SI  ^ 

to  CJ 

H 

0 

W 

O 

H 

H 

•H 

1 

3 

44 

*3 

3 

M 

3 

H  a 

3 

3 

3 

H 

0  3 

H 

3  H 

3  £ 

3 

•rt 

43 

3 

•H  U  U 

3 

t 

44  43 

o 

a 

O 

00 

43  44  3 

3 

3 

3 

3  3 

•H 

O 

i4 

€ 

•H 

-  5 

3  (0  43 

*3 

H 

3 

X  l-< 

44 

a 

Q 

3 

3 

4J 

3  tH 

3  <  44 

H 

•H 

3 

3 

0 

44 

1 

•3 

3 

! 

3  4J 

-S  o 

> 

M 

44  H 

'O 

44 

m 

3 

1 

a  3 

•H 

3 

44 

j 

43  O 

3 

3 

0 

an 

4^  •  *3 

•3 

l<i 

3 

^  43 

3 

a 

T3 

•H 

A 

3 

2 

O  M 

3  0  3 

3 

O 

3 

fl  O 

0 

3 

q 

(/i 

H 

s 

H  a 

H  CJ  3 

H 

H 

•3 

i4  CO 

a 

CO 

H 

vD 

m 

H 

CM 

H 

00 

00 

CM 

00 

ro 

o 

00 

m 

CM 

NO 

CM 

o 

iH 

*4* 

H 

H 

o 

iH 

ON 

O 

Mf 

cn 

C'4 

C^ 

CM 

cn 

cn 

CM 

CM 

CM 

3 

3 

•H 

M 

3 

H 

3 

O 

00 

3 

H  44 

a  u 
a  3 

3  44 

44 

U 

N 

3 

H 

♦H 

3 

3 

3 

9P 

3 

44 

M 

O  3 

•3 

00 

3 

3 

3 

•H  3 

p 

NO 

m 

in 

00 

H 

o 

CM 

CM 

H 

•» 

cn 

cn 

cn 

00 

00 

3 

3 

•H 

•H  1 

3  M 

44  3 

•H  3 

3  3 

3  44 

M 

3  3 

3  U 

3  00 

44  d 

M  3 

,0  3 

44 

♦H  H 

O  tH 
0)  >  00 
rH  (U  a 
Fs3  *0  •H 


3  M  to  « 

0)  4J  3 
fl)  CO  o  ^  u 

^33  3  <d 

g  -H  tw  Ha 


V4 

1 

44 

44 

M 

1  3 

« 

a 

3 

3 

3 

U  3 

44 

3 

H 

3 

CO 

M 

^  1 

3 

1 

q 

H 

H 

0 

m  p 

3 

U 

•H 

•H 

H 

0 

3  M 

*3 

3 

a 

» 

3 

• 

X 

M  -*-* 

0 

44 

i 

3 

3 

f-H 

0 

0 

X  3 

u 

3 

•H 

55 

3 

H 

3 

•H 

u 

3 

3 

0 

a 

M 

3 

< 

91 

3 

3  M 

3 

3 

0  H 

3 

M 

•H  • 

3  3 

3 

43 

3 

a 

N 

3 

0 

3 

3 

0 

0 

H  < 

a^J 

3 

c; 

3 

a 

00 

44 

>N 

00 

♦H 

>, 

•H 

H  • 

3  3 

91 

3 

♦H 

0 

0  3 

•H 

0 

3 

0 

!z: 

CJ  2; 

hJ 

0 

H 

> 

H 

E-t  H 

X 

H 

CO 

a 

H 

47 


Ajinomoto  Foodstuff  manu-  2,762  396  Ajinomoto  General  Foods  03-358- 

General  Foods  facturing  Corp.  (U,S.)  3000 
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(West  Germany)  ,  2300 

Duco  A.G.  (West 
Germany) 
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EXCHANGE  RATE  POLICY  DESCRIBED 

Tokyo  KIKAN  GENDAI  KEIZAI  in  Japanese  Autumn  1983  pp  92-106 

lArticle  by  Yoichi  Shlnkai;  "Japan’s  Exchange  Rate  Policy";  references  con¬ 
tained  in  parentheses  are  to  bibliography] 

[Text]  Ten  years  have  passed  since  the  March  1973  shift  to  the  float.  Its 
flaws  can  be  said  to  be  clear  to  everyone,  and  there  are  repeated  arguments 
for  a  review  of  the  float  system.  However,  during  its  10  years,  the  float 
has  never  fluctuated  with  complete  freedom  and,  in  the  sense  that  policy  has 
been  managed  with  the  exchange  rate  taken  into  account,  whether  to  a  great 
or  small  extent,  we  have  actually  been  under  a  managed  float  system.  We  can 
probably  call  the  policy  that  takes  the  exchange  rate  into  account,  "exchange 
rate  policy."  The  objective  of  this  manuscript  is  to  review  Japan’s  exchange 
rate  policy  over  the  last  10  years.  Because  my  objective  is  to  discuss 
exchange  rate  policy,  I  can  do  no  more  than  touch  very  briefly,  just  as  far 
as  necessary,  on  the  pros  and  cons  of  the  float  and  on  exchange  rate  theory. 

I  have  been  interested  for  some  time  in  exchange  rate  theory  and  in  the  pros 
and  cons  of. the  float.  I  was  not  interested  in  exchange  rate  policy,  and  I 
cannot  say  that  I  researched  the  subject  with  particular  enthusiasm.  To  review 
Japan’s  exchange  rate  policy,  knowledge  of  the  daily  behavior  of  the  foreign 
exchange  markets  is  indispensable  (as  can  be  seen  in  the  essays  by  Komiya  and 
Suda  that  are  cited  later  on).  However,  at  present,  I  am  not  willing  to  in¬ 
vest  the  research  time  or  money  to  seek  this  sort  of  knowledge,  and  what  is 
written  below  has  been  derived  from  nothing  more  than  monthly  data  and  annual 
reports  that  were  easy  to  obtain.  I  intended  to  go  through  as  many  related 
articles  as  possible,  but  I  am  afraid  that  there  are  points  that  I  missed  in 
the  more  important  articles.  In  spite  of  that,  I  put  this  article  together  be¬ 
cause  it  is  believed  that  one  cannot  provide  a  view  of  Japan’s  exchange  rate 
policy  that  is  fairly  short  and  easy  to  read. 

This  article  is  divided  into  four  sections.  The  first  both  describes  why  ex¬ 
change  rate  policy  is  viewed  as  Important  and  offers  a  general  outline  of  the 
instruments  of  exchange  rate  policy  and  their  effects.  The  other  three  sec¬ 
tions  are  devoted  to  a  review  of  Japan’s  exchange  rate  policy.  The  second 
section  is  divided  into  four  phases  in  accordance  with  the  movements  of  the 
exchange  rate:  Itself;  this  section  takes  up  the  subject  of  exchange  rate  con¬ 
trol  in  each  of  these  phases.  The  next  section  is  an  analysis  of  intervention 
policy.  This- problem  has  many  points  of  contention,  and  my  evaluation  of  it. 
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of  course,  can  be  nothing  more  than  tentative.  The  final  section,  along  with 
discussing  monetary  policy  as  exchange  rate  policy,  comments  on  whether  Japan¬ 
ese  and  U.S.  Interest  rates  are  linked  under  the  float,  and.  If  they  are 
linked,  whether  the  autonomy  of  Japanese  monetary  policy  has  been  lost.  This 
last  topic  has  an  Intimate  connection  with  the  pros  and  cons  of  the  float,  but 
In  this  manuscript,  I  Intend  to  comment  on  this  from  the  standpoint  of  exchange 
rate  policy. 

1.  What  Is  Exchange  Rate  Policy? 

Judging  from  the  recent  arguments  for  cooperative  Intervention  and  a  return  to 
the  fixed  exchange  rate,  one  would  think  that  exchange  rate  policy  Is  Interven¬ 
tion  policy,  but  that  Is  not  always  the  case.  Intervention  and  exchange  rate 
control  are  the  most  Important  Instruments  of  exchange  rate  policy  (at  least 
for  Japan).  However,  monetary  policy  also  has  an  effect  on  the  exchange  rate, 
and  at  times,  the  exchange  rate  target  and  the  monetary  policy  target  are  In 
conflict.  In  order  to  make  known  the  views  of  the  authorities  on  this,  I  have 
excerpted  a  speech  by  a  former  chairman  of  the  West  German  Bundesbank.  (I 
ought  to  cite  a  speech  by  a  Japanese  authority,  but  an  appropriate  example  did 
not  appear  at  hand.)(^) 

Virtually  all  countries  must  Implement  an  exchange  rate  policy.  In  short, 
they  have  to  be  concerned  about  the  movement  of  the  exchange  rate.  In  manag¬ 
ing  overall  economic  policy,  they  must  take  Into  consideration  the  movement  of 
the  exchange  rate. .. .  However,  to  confuse  exchange  rate  policy  with  Interven¬ 
tion  policy  Is  a  mistake.  Intervention  policy  Is  an  Instrument.  There  are 
other  Instruments,  and  many  of  these  are  clearly  as  Important.  Examples  are 
monetary  policy  measures  that  are  Implemented  after  taking  the  exchange  rate 
Into  account  and  economic  policy  measures  that  affect  the  International 
balance  of  payments  (especially  overseas  borrowing  policy).... 

In  this  sense.  International  balance  of  payment  policies,  which  Include  over¬ 
seas  borrowing,  and  fiscal  and  monetary  policy  are  covered  In  exchange  rate 
policy,  along  with  exchange  rate  control  and  Intervention.  Moreover,  as  Is 
well  known.  Intervention  has  a  different  monetary  effect  according  to  whether 
It  Is  accompanied  by  sterilization.  In  this  section,  I  want  to  provide  these 
preliminary  views  of  excha.nge  rate  policy  and  to  prepare  a  framework  of  analy¬ 
sis  for  the  discussion  of  Japan's  exchange  rate  policy  In  the  following  sec¬ 
tions.  Nevertheless,  by  Its  very  nature  exchange  rate  control  Is  extremely 
complex,  and  a  preliminary  view  would  be  useless.  In  what  follows,  I  describe 
exchange  rate  policy  theory  as  I  see  It,  concentrating  on  Intervention  policy 
and  monetary  policy.^ 

Effects  of  Intervention 

Intervention  by  monetary  authorities  In  the  foreign  exchange  market  consists 
of  an  exchange  of  the  yen  and  the  dollar  as  currencies  (by  taking  Into  account 
the  current  exchange  rate  for  the  yen  and  the  dollar).  Because  Intervention 
has  a  direct  effect  on  the  foreign  exchange  market.  Its  effectiveness  as  far 
as  exchange  rate  policy  Is  concerned  can  be  expected  to  be  high,  and  It  Is  not 
without  reason  that  Intervention  Is  given  great  consideration  In  ordinary 
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arguments*  When  we  wish  to  counter  a  strong  dollar,  we  Intervene  by  buying 
yen  and  selling  dollars*  Thus,  dollars  will  be  supplied  to  the  private  sec¬ 
tor  (in  a  form  close  to  cash),  and  the  supply  of *:yen  will  decline*  This  is 
the  monetary  effect  of  the  so-called  "pure  intervention*"  When  monetary 
authorities  in  Japan  and  Europe  talk  of  intervention,  they  usually  mean  pure 
intervention*  U.S.  authorities,  in  many  cases,  take  into  account  "sterile 
Intervention,"  which  will  be  described  later, 

The  foregoing  example  did  not  Identify  the  country  whose  authorities  inter¬ 
vened*  As  long  as  the  implementation  of  Intervention  policy  is  at  all  possi¬ 
ble  (as  long  as  a  country  has  adequate  foreign  reserves  when  selling  a  foreign 
currency),  I  do  not  think  that  which  country  intervenes  or  whether  both  inter¬ 
vene  together  will  make  a  great  difference  in  the  exchange  rate  and  the  mone¬ 
tary  effect*  However,  across  the  world,  the  argument  for  cooperative 
intervention  is  being  taken  up  seriously,  and  in  the  report  of  the  finance  minis¬ 
ters  of  the  seven  summit  countries,  which  was  released  recently,  this  type  of 
Intervention  is  distinguished  from  Independent  intervention, Perhaps  this 
will  have  the  effect  of  causing  the  participants  in  the  market  to  change  their 
expectations  after  they  are  aware  of  the  decision  of  the  authorities.^  More¬ 
over,  this  cooperative  intervention,  which  France  has  been  advocating,  can  best 
be  viewed  as  a  means  for  a  country  to  cover  its  own  shortage  of  currency. 

When  two  countries  cause  a  change  in  the  supply  of  currency  so  that  the  mone¬ 
tary  effects  of  pure  intervention  are  offset ^  the  supply  of  currency  for  the 
private  sector  remains  in  its  original  state,  and  what  occurs  instead  is  an 
increase  in  the  supply  of  dollar-denominated  securities  and  a  decrease  in  the 
supply  of  yen-denominated  securities,  as  shown  in  the  previous  example.  This 
is  sterile  intervention.  Few  can  deny  that  pure  intervention,  especially 
Intervention  on  a  large  scale,  has  a  considerable  effect  on  the  nominal  exchange 
rate.  The  doubts  that  are  harbored  about  the  effects  of  intervention  concern 
sterile  intervention.  The  previously  cited  report  of  the  summit  finance  minis¬ 
ters,  after  stating  that  "it  is  recognized  that  the  effectiveness  of  the  inter¬ 
vention  is  high  in  cases, . .where  it  is  not  sterile,"  gives  a  considerably  de¬ 
tailed  analysis  of  sterile  intervention.  A  summary  is  not  all  that  easy,  but 
the  report  appeared  to  have  reached  virtually  the  following  conclusion. 

Sterile  intervention  does  not  generally  have  a  lasting  effect.  However,  this 
intervention  does  have  the  effect  of  reducing  short-term  fluctuations  of  the 
exchange  rate  to  counter  the  destabilization  of  the  fabric  of  market  trans¬ 
actions  and  the  confusion  in  the  market  which  can  be  caused  by  a  shock.  This 
can  be  said  to  be  certain  in  regard  to  a  majority  of  the  case  studies.  Eco¬ 
nometric  analysis  is  said  to  have  indicated  that,  at  least,  yen-denominated 
securities  and  dollar-denominated  securities  are  not  completely  fungible,^  On 
the  other  hand  (this  is  the  same  as  saying  that  it  does  not  have  a  lasting 
effect),  intervention  that  attempts  to  revise  the  tone  of  the  market  does  not 
always  produce  the  desired  effect. 

Objectives  of  Intervention 

Aside  from  maintaining  the  pegged  quotation  system,  the  objectives  of  inter¬ 
vention  can  be  divided  broadly  into  the  exchange  rate  target,  which  causes  a 
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specific  exchange  rate  level  to  be  realized  for  a  certain  period  of  time,  and 
intervention  that  gently  makes  changes  in  the  market  in  one  direction  (this 
is  called  "leaning  against  the  wind,"  and  is  henceforth  abbreviated  as  "LAW 
intervention").  In  addition,  there  are  the  very  short-term  measures  used  to 
confront  a  disorderly  market,  which  were  considered  to  be  effective  as  stated 
above,  but  I  would  like  to  ignore  these  measures  in  what  follows  because  of 
data  constraints.^**^  When  the  exchange  rate  target  is  achieved,  one  expects 
that  a  stable  movement  of  the  exchange  rate  will  be  observed.  (Of  course, 
there  is  stability  even  without  intervention. )  LAW  intervention  will  be 
observed,  for  example,  as  coexisting  with  an  advance  of  a  cheap  yen,  when 
the  intervention  consists  of  selling  dollars  and  buying  yen.** 

Can  LAW  intervention  be  implemented  whatever  the  case?  For -example,  if  the 
yen  were  to  rise  from  300  yen  to  200  yen  (as  it  did  from  1977  to  1978)  with 
or  without  intervention,  intervention  would  not  make  sense.  This  is  because 
intervention  can  only  slightly  decelerate  the  velocity  of  the  rise  in  the  ex¬ 
change  rate.  Authorities  cite  the  objective  of  LAW  intervention  as  prevention 
of  the  exchange  rate  itself  undergoing  multiple  changes  caused  by  fluctuations 
of  market  psychology  (in  other  words,  preventing  a  bandwagon  effect).  To 
resist  the  bandwagon  effect  is  considered  legitimate.  However,  it  is  not  all 
that  easy  to  discern  whether  the  cyclical  variations  of  the  exchange  rate 
actually  observed  are  caused  by  a  bandwagon  effect  or  there  is  some  other 
explanation.  I  do  not  intend  to  delve  into  exchange  rate  theory  in  this  manu¬ 
script,  but  I  will  touch  on  it  briefly. 

Although  the  view  is  strong  that  multiple  changes  in  the  exchange  rate  itself 
can  be  denied  from  the  standpoint  of  rational  expectations,  such  changes  do 
not  in  the  least  conflict  with  short-term  rational  expectations.'®'  On  the 
other  hand,  from  a  standpoint  that  views  short-term  variations  of  the  exchange 
rate  as  the  reflection  of  new  developments  (the  "news  theory") , (®^)  the  midterm 
cycle  is  nothing  more  than  an  accumulation  of  short-term  random  variations  and 
there  is  no  basis  for  justifying  intervention.  Furthermore,  there  is  the  posl- 
ticn which,  concentrating  on  midterm  cycles,  explains  them  by  lags  such  as  the 
J-curve  effect  and  the  tenacity  of  prices.  Because  of  this  position,  we  can 
say  that  there  is  a  basis  for  intervention  (insofar  as  lags,  such  as  the  slow¬ 
ness  of  information,  cause  instability  in  the  market).  Of  course,  there  are 
other  policy  instruments  besides  intervention,  and  this  point  will  be  discussed 
later. 

Intervention  that  takes  the  exchange  rate  level  as  its  target  has  several  ob¬ 
jectives  that  are  relatively  easy  to  understand.  When  the  exchange  rate  is 
deemed  to  be  unfair  in  terms  of  economic  fundamentals,  the  objective  is  to  cor¬ 
rect  that.  (There  are  cases  in  which  time  and  labor  factors  are  manifested 
until  the  market  recognizes  the  error  of  its  tone.)  Sometimes  the  objective 
is  to  achieve  a  relatively  undervalued  level  for  the  exchange  rate  in  order  to 
promote  exports.  On  the  contrary,  there  are  times  when  the  objective  is  to 
maintain  a  high  exchange  rate  level  to  prevent  an  imbalance  of  exports  and 
imports.  Lately,  the  last-mentioned  objective  has  begun  to  be  stressed,  and 
that  probably  reflects  the  inflation  of  the  1970’s. 
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Monetary  Policy 

Monetary  policy  has  an  effect  on  the  exchange  rate,  but  opinion  is  split 
about  the  reliability  of  the  effects  of  both  the  volume  of  money  and  inter¬ 
est  rates.  An  increase  in  the  money  supply,  seen  from  the  long-term  view, 
should  cause  the  exchange  rate  to  drop,  but  the  short-term  effect  is  uncer¬ 
tain.  The  relationship  between  currency  and  prices  (the  quantity  theory  of 
money),  and  the  relationship  between  prices  and  the  exchange  rate  (the  pur¬ 
chasing  power  parity  theory)  are  uncertain  in  the  short  term,  and  therefore 
do  not  have  a  clear  effect  on  people’s  expectations  concerning  the  exchange 
rate.  However,  when  we  discuss  long-term  rational  expectations,  the  quantity 
of  money  will  come  to  have  an  imiportance  that  cannot  be  Ignored. 

What  about  interest  rates?  I  mentioned  previously  that  sterile  intervention 
can  cause  a  change  in  the  interest  rate,  but  this  is  because  sterile  interven¬ 
tion  causes  a  change  in  the  supply  of  securities  (the  currency  supply  stays  as 
is),  and  so  the  interest  rate  generally  changes.  A  change  in  interest  rates 
accompanies  monetary  policy  even  without  Intervention.  If  the  gap  between 
Japanese  and  U.S»  interest  rates  changes,  the  exchange  rate  will  be  affected, 
but  there  does  not  appear  to  be  a  unanimous  view  as  to  direction  or  size. 

During  the  Inflationary  period  of  the  1970’s,  the  difference  in  nominal  inter¬ 
est  rates  quite  often  reflected  the  difference  in  inflation  rates,  and  the 
exchange  rate  of  a  country  with  high  Interest  rates  tended  to  drop.  Subse¬ 
quently,  the  nominal  interest  rate  in  the  United  States  changed  greatly  (along 
with  the  real  interest  rate) ,  and  the  exchange  rate  of  countries  with  high 
interest  rates  tended  to  rise.  However,  opinion  is  not  unanimous  regarding 
the  distinction  between  nominal  and  real,  and  between  short  term  and  long  term. 

One  cannot  quite  say  that  there  is  a  majority  theory  on  this  subject,  but  most 
share  the  view  that  when  there  is  a  difference  in  long-term  real  interest  rates, 
the  exchange  rate  level  of  high-interest  countries  is  high.  One  cannot  deny 
that  short-term  interest  rates  have  an  effect  on  the  exchange  rate,  but  I  can¬ 
not  explain  that  theoretically  (other  than  as  a  substitute  variable  for  the 
expectations  for  long-term  Interest  rates).  This  is  largely  because  the  extent 
of  the  short-term  variation  in  the  exchange  rate  is  clearly  caused  by  the 
difference  in  the  interest  rates.  Moreover,  the  reason  why,  concerning  long¬ 
term  Interest  rates,  the  important  thing  is  the  real  value  and  not  the  nominal 
value  is  that  the  relationship  between  interest  rates  and  the  exchange  rate 
level  cannot  be  guided  without  taking  long-term  rational  expectations  regarding 
exchange  rates  into  account.® 

Concern  over  Interest  rates  was  high  because  the  U.S.  Federal  Reserve  Bank,  in 
particular.  Implemented  a  tightening  of  the  money  supply,  and  caused  violent 
fluctuations  in  short-term  interest  rates  and  a  fixed  high  level  of  long-term 
Interest  rates.  The  Americans  were  of  the  opinion  that  this  monetary  tighten¬ 
ing  was  a  countermeasure  against  Inflation,  but  the  exchange  rate  suffered  a 
greatly  adverse  effect.  However,  a  model  has  yet  to  appear  to  show  clearly 
and  theoretically  why  long-term  Interest  rates  remain  fixed  at  a  high  level. 

As  long  as  that  is  the  case,  there  will  be  a  theoretical  ambiguity  in  the  re¬ 
lationship  between  Interest  rates  and  the  exchange  rate. 
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Figure  1.  lO-Year  Yen  Price  Activity 

(Spot  price  at  the  end  of  each  month) 

Key: 

(1)  February  1973.  Japan  enters  flexible  price  system 

(2)  February  1973.  271.20  yen 

(3)  March  1973.  Europe  enters  flexible  price  system 

(4)  October  1973.  Fourth  mideast  war  (outbreak  of  first  oil  crisis) 

(5)  June  1974.  West  Germany’s  Herstatt  Bank  fails 

(6)  November  1975.  First  advanced  nations  summit 

(7)  December  1975.  305.15  yen 

(8)  October  1978.  176.05  yen 

(9)  November  1978.  U.S.  dollar  defense  policy  announced 

(10)  February  1979.  Iranian  Revolution  (outbreak  of  second  oil  crisis) 

(11)  October  1979..  United  States  adopts  new  monetary  adjustment  method 

(12)  February  1980.  249,80  yen 

(13)  March  1980.  Yen  price  stabilization  policy  worked  out 

(14)  December  1980.  203.60  yen 

(15)  January  1981.  Reagan  inaugurated  as  U.S.  President 

(16)  December  1981.  Marshal  law  in  Poland 

(17)  August  1982.  Economic  crisis  in  Mexico 

(18)  October  1982.  277.40  yen 
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2.  Yen-Dollar  Rate  and  Exchange  Controls 

In  this  section,  we  will  take  a  cursory  look  at  the  movement  of  the  yen— 
dollar  rate  after  the  shift  to  the  float,  and  we  will  pursue  the  transitions 
(phases)  of  exchange  rate  policy*  concentrating  on  exchange  controls.  Inter¬ 
vention  policy  and  monetary  policy  will  be  discussed  in. the  next  section. 
Professors  Komiya  and  Suda  have  done  the  most  detailed  analysis  of  Japan's 
exchange  rate  policy, (®)  and  virtually  nothing  should  be  added  to  these  two 
gentlemen's  analysis  up  to  the  beginning  of  1975.  (However,  I  lack  the 
capacity  to  evaluate  their  articles  in  detail.)  Exchange  rate  policy  up  to 
the  appreciation  of  the  yen  in  1978  is  not  covered  in  detail,  but  is  dis¬ 
cussed.  Below,  I,  in  my  own  way,  put  forth  an  account,  but  the  analysis  of 
Japan's  exchange  rate  policy  around  the  time  of  the  oil  crisis  is  based  solely 
on  their  articles. 

The  First  Oil  Crisis 

Let  us  consider  dividing  exchange  rate  policy  after  the  shift  to  the  float 
into  the  following  four  phases.  First,  the  phase  from  March  1973  to  February 
1975,  which  was  a  period  of  confusion  that  included  worldwide  inflation  and 
the  first  oil  crisis.  The  yen-dollar  rate  was  stable  in  October  1973  at  about 
265  yen,  but  after  war  broke  out  in  the  Middle  East,  it  dropped  temporarily 
to  300  yen.  Subsequently,  the  yen  appreciated  to  little  less  than  300  yen 
(called  by  Professors  Komiya  and  Suda,  "the  interlude  of  the  strong  yen"); 
then,  the  first  phase  ended  with  a  practically  stable  rate  of  300  yen. 

When  we  look  at  the  main  exchange  control  actions  taken  during  this  phase,®  we 
find  that,  following  the  outbreak  of  the  oil  crisis,  measures  to  restrain  capi¬ 
tal  outflow  (prohibition  of  the  Issuance  of  yen-denominated  foreign  bonds  and 
purchasing  restrictions  on  U.S.  Treasury  Department  securities)  and  measures 
to  promote  capital  inflow  (the  easing  of  yen  conversion  restrictions,  the  eas¬ 
ing  of  the  flotation  of  overseas  Issues  by  nonflnancial  firms,  and  the  easing 
of  the  impact  loan  restrictions)  were  taken.  These  were  truly  a  180  degree 
turn  from  the  measures  taken  before  the  oil  crisis,  measures  which  took  control 
of  promotion  of  foreign  currency  payments  and  receipts  as  their  objectives. 
After  the  summer  of  1974,  mainly  measures  to  promote  capital  inflow  (such  as 
the  easing  of  the  restrictions  concerning  the  purchase  of  national  bonds  by 
nonresidents)  were  implemented.  For  the  purpose  of  future  reference,  I  would 
like  to  note  that  these  measures  had  the  nature  of  strengthening  or  easing 
quantitative  restrictions,  and  that  measures  that  used  the  price  mechanism, 
such  as  reducing  the  reserve  ratio  of  the  free  yen  accounts  of  nonresidents, 
were  extremely  Insignificant. 

To  what  extent  were  these  quantitative  exchange  controls  effective?  Generally, 
speaking,  the  effects  of  exchange  controls  are  limited.  An  example  of  this 
occurred  during  the  Nixon  shock  when,  in  spite  of  Japan's  capital  inflow  re¬ 
strictions,  which  were  so  tight  it  was  said  that  even  water  could  not  leak 
through  them,  $4  billion  of  speculative  funds  flowed  in  during  a  2-week  period. 
However,  we  can  also  raise  examples  in  which  exchange  controls  had  a  consider¬ 
able  effect.  I  believe  that  the  spot  and  forward  spread  of  the  exchange  rate 
serves  a  useful  purpose  as  an  indicator.  When  short-term  capital  transactions 
are  free,  the  spot  and  forward  spread  can  be  expected  to  be  in  virtual  accord 
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with  the  difference  In  Interest  rates  (the  interest  rate  parity  theory).  It 
is  difficult  to  obtain  data  with  which  to  illustrate  this,  so  strict  verifi¬ 
cation  cannot  be  made,  but  when  the  spot  and  forward  spread  is  unusually 
large,  at  which  time  exchange  controls  exhibit  their  effects  to  a  certain 
extent,  such  an  effect  can  be  discerned. 

In  the  first  phase,  the  spot  and  forward  spread  was  large  only  in  July  1973 
(when  yen  futures  were  higher)  and  in  the  5  months  following  the  oil  crisis 
(when  yen  futures  were  lower).  The  former  shows  the  effectiveness  of  short¬ 
term  inflow  restrictions,  and  the  latter  shows  the  effectiveness  of  outflow 
restrictions.  Although  I  cannot  say  whether  the  promotion  of  the  outflow  and 
the  promotion  of  the  inflow  were  effective,  the  restrictions  were  effective. 

Of  course,  whether  quantitative  restrictions  are  desirable  is  another  matter, 
and  I  concur  with  the  critical  view  of  Professors  Komlya  and  Suda, 

The  Strong  Yen  of  1977  and  1978 

The  second  phase  was  from  March  1975,  when  the  confusion  of  the  oil  crisis 
generally  settled  down,  to  the  end  of  1978,  when  the  Carter  dollar  defense 
policy  was  launched.  Except  for  a  drop  in  1975,  the  yen-dollar  rate  during 
this  period  was  almost  always  on  the  rise,  and,  for  a  time,  reached  180  yen. 

The  rise  of  120  yen  in  a  period  of  slightly  less  than  4  years  can  truly  be 
considered  enormous  (if  we  use  the  IMF  formula,  it  was  a  67  percent  rise). 
However,  considering  that  the  second  oil  crisis  at  the  beginning  of  1979  was 
a  shock,  it  is  doubtful  whether  we  can  say  that  an  exchange  rate  of  200  yen 
to  the  dollar  or  thereabouts  was  unusual,  A  market  price  of  180  yen  surely 
meant  that  the  dollar  was  not  trusted  and  probably  Included  the  excesses  of 
the  bandwagon  effect.  However,  when  we  take  a  general  survey  of  import  and 
export  prices  both  at  home  and  abroad  and  of  the  movement  in  Japan’s  volume 
of  import  and  export  ^  (asstiming  there  was  no  second  oil  crisis),  the  rate 
of  300  yen  during  1976  meant  that  the  yen  was  a  bit  cheap.  The  1978  rate  of 
200  yen  or  thereabouts  could  be  considered  possible  to  maintain  over  the  mid¬ 
term,  This  point  requires  an  evaluation  of  the  intervention,  which  is  made 
in  the  next  section. 

What  were  the  exchange  controls  in  the  second  phase?  From  a  general  perspec¬ 
tive,  in  this  second  phase  there  were  restrictions  on  capital  inflow  and  pro¬ 
motion  of  outflow,  and,  in  this  sense,  we  see  another  180  degree  turn  from  the 
oil  crisis  of  the  latter  half  of  the  first  phase.  If  we  look  at  some  of  the 
measures  taken,  they  were,  looking  at  inflow  restrictions,  impact  loan  restric¬ 
tions  in  1975,  limitations  on  the  floating  of  loans  overseas  by  nonfinancial 
corporations  in  the  same  year,  raising  the  reserve  ratio  of  free  yen  accounts 
in  1977,  and  prohibitions  on  income  from  Japanese  bonds  for  nonresidents  in 
1978,  In  terms  of  outflow  promotion,  there  were  the  easing  of  restrictions  on 
the  purchase  of  foreign  securities  in  1975,  the  reopening  of  foreign  currency- 
denominated  lending  by  Japanese  banks  in  1975,  and  the  reopening  of  the  flota¬ 
tion  of  yen-denominated  bonds. 

However,  that  is  not  to  say  that  the  exchange  controls  of  the  second  phase  can 
be  painted  as  inflow  restrictions  and  outflow  promotion.  For  example,  the 
1975  limitations  on  the  floating  of  overseas  loans  were  eased  the  following 
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year,  and  limitations  on  conversion  to  yen  by  foreign  banks  were  eased  many 
times.  Moreover,  during  1975,  because  the  rate  of  the  yen  against  the  dollar 
decreased  by  about  15  yen,  the  measures  taken  in  1975  cannot  be  interpreted 
as  actions  to  keep  the  yen  strong.  In  1975,  the  improving  trend  of  the 
balance  of  payments  was  clear,  and  it  probably  was  thought  that  the  chaos  of 
the  oil  crisis  was  coming  to  an  end.  Still,  I  find  the  capital  inflow  re¬ 
striction  measures  of  1975  difficult  to  understand.  There  is  probably 
nothing  one  can  do  but  criticize  the  move  to  promote  exports  by  maintaining 
a  cheap  yen,® 


Figure  2.  Dollar /Yen  Rate  and  the  Foreign  Exchange  Funds  Balance 

Key: 

(1)  Dollar/yen  (2)  Intervention 


Glancing  at  the  spot  and  forward  spread  for  this  second  period,  we  find  that, 
except  for  the  autumn  of  1975,  it  was  virtually  in  accord  with  the  difference 
in  interest  rates,  and  I  do  not  in  the  very  least  believe  that  exchange  con¬ 
trols  added  a  noticeable  constaint  to  the  short-term  movements  of  capital. 
However,  in  the  autumn  of  1977  and  the  spring  of  1978,  there  was  a  considerably 
higher  futures  quote  for  the  yen  and  it  seemed  as  though  exchange  controls  were 
effective.  However,  according  to  Professors  Komiya  and  Suda  (in  pages  54  and 
55  of  reference  (8a)),  this  was  nothing  more  than  the  interest  rate  used  in 
arbitrage  being  lowered  in  Japan. 
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After  the  Dollar  Defense  Policy 

I  am  not  very  confident  about  how  long  the  third  phase  lasted,  but  I  have 
chosen  from  the  Carter  dollar  defense  policy  in  February  1978  to  the  end  of 
the  cheap  yen  in  April  1980.  The  yen  rate  dropped  about  80  yen,  and  this 
occurred  along  with  the  outbreak  of  the  second  oil  crisis.  The  fourth  phase 
extends  a  little  more  than  3  years  in  the  1980’ s,  and  is  a  period  of  violent 
fluctuations  of  U.S.  Interest  rates  and  great  ups  and  downs  in  the  yen  rate. 

In  this  phase,  talk  of  an  Interest  rate  quotation  is  frequently  heard,  and 
criticism  of  the  instability  of  the  exchange  rates  is  growing. 

Judging  from  the  exchange  controls  taken  during  the  third  phase,  we  find  that 
they  were  measures  to  promote  the  Inflow  of  capital,  such  as  a  lowering  of  the 
reserve  ratio  on  free  yen  for  nonresidents,  the  easing  and  the  abandonment  of 
restrictions  on  the  acquisition  of  yen-denominated  bonds,  the  expansion  of  the 
yen  conversion  framework,  the  easing  of  impact  loan  restrictions,  and  the  eas¬ 
ing  of  restrictions  on  the  issuance  of  overseas  yen-denominated  bonds.  On  the 
other  hand,  five  yen-defense  measures  were  taken  with  the  objective  of  restrict¬ 
ing  capital  outflow.  Included  in  these  were:  the  strengthening  of  restrictions 
on  the  spot  positions  of  exchange  banks;  the  strengthening  Of  guidance  on  over¬ 
seas  lending  by  exchange  banks;  and  the  strengthening  of  guidance  on  the  pur¬ 
chase  of  foreign  securities  and  on  foreign  currency  deposits.  All  of  these 
aimed  at  hindering  the  cheap  yen  and  were  a  180  degree  turn  from  the  measures 
of  the  second  phase.  What’s  more,  they  had  the  nature  of  quantitative  restric¬ 
tions  and  not  of  price  mechanism  measures.  However,  they  cannot  be  considered 
to  have  constrained  the  movements  of  short-term  capital  in  the  least,  and  the 
spot  and  forward  spread  rate  was  virtually  the  same  as  the  difference  in  inter¬ 
est  rates. 

Even  at  the  beginning  of  1980,  there  were  for  a  while  exchange  control  measures 
in  defense  of  the  yen.  However,  by  the  enactment  of  the  new  foreign  exchange 
law  at  the  end  of  1980,  outflow  restrictions  were  eased  bit  by  bit.  This  was 
both  because  of  the  aim  to  further  the  liberalization  of  exchange  controls  and 
because,  since  a  strong  yen  had  developed  around  May  of  that  year,  the  defense 
of  the  yen  had  become  unnecessary.  As  a  result,  no  exchange  control  measures 
worth  mentioning  were  taken.  The  spot  and  forward  spread  faithfully  reflected 
the  Interest  parity,  and  the  movements  of  short-term  capital  were  practically 
free.  From  the  advent  of  1982  the  yen-dollar  rate  experienced  a  large  drop  of 
70  yen  over  a  9-month  period,  and  during  that  time,  some  measures  restricting 
the  outflow  of  long-term  funds  were  taken.  However,  based  on  the  new  foreign 
exchange  law,  Japan  could  not  help  but  implement  very  strong  measures,  and  dur¬ 
ing  that  year  the  outflow  of  long-term  capital  was  on  the  order  of  $10  billion. 
Based  on  this,  one  cannot  say  that  exchange  controls  are  without  effect,  but  one 
cannot  deny  that  they  did  not  prevent  a  weak  yen.  I^would  like  to  note  that 
even  in  this  case,  the  emphasis  was  on  quantitative  restrictions  and  price  mea¬ 
sures,  such  as  an  Interest  equalization  tax,  were  ignored. 

Were  we  to  summarize  the  above  sketch  of  exchange  control  policy,  it  might  go 
as  follows.  Exchange  control  policy  was  always  an  important  Instrument  of 
exchange  rate  policy,  and  was  frequently  invoked  in  accordance  with  the  movement 
of  the  exchange  rate.  Virtually  all  of  the  concrete  measures  were  the 
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strengthening  or  easing  of  quantitative  restrictions,  and,  except  for  altera¬ 
tions  In  the  reserve  ratio  of  free  yen  deposits,  the  use  of  price  mechanisms 
was  Ignored,  The  objective  of  exchange  control  policy  was  to  counter  a  change 
In  the  exchange  rate  In  one  direction,  and  (except  for  1975,  which  I  regard 
skeptically)  was  not  to  foster  a  change  In  the  exchange  rate.  When  we  turn 
to  the  effects  of  the  controls  we  may  be  able  to  say  that  In  the  first  phase 
the  movement  of  short-term  capital  was  hampered  considerably  and  contributed 
to  the  stability  Of  the. exchange  rate  from  mld-1973  to  the  end  of  1974.  How¬ 
ever,  from  the  second  phase  on,  w;e  see  that  although  there  were  some  effects, 
they  were  not  very  great . 

3.  Intervention  Policy  In  the  Foreign  Exchange  Market 
Effects  of  Intervention 

That  Intervention  In  the  foreign  exchange  market  Is  viewed  as  an  Important  In¬ 
strument  of  exchange  rate  policy  was  touched  upon  at  the  outset  of  this  manu¬ 
script;  this  Is  clear  from  the  day-to-day  words  and  actions  of  the  authorities 
as  well.  However,  opinion  Is  split  seriously  as  to  the  effects  of  Intervention. 
The  finance  ministers'  summit  report,  which  was  already  cited,  presents  both 
arguments  In  parallel  fashion  (and  with  regard  to  the  Japanese  yen,  the  report 
favors  the  argument  that  inte^^vention  has  an  effect).  The  frequent  demands 
for  positive  Intervention  that  emerge  from  Japanese  business  give  proof  of  the 
strong  faith  in  its  effectiveness.  Moreover,  there  have  been  occasions  on 
which  the  exchange  rate  was  stabilized  through  Intervention,  As  mentioned 
earlier,  a  fixed  exchange  rate  was  virtually  In  effect  from  April  to  October 
1973  and  from  August  1974  to  January  1975,  but  in  those  cases.  Intervention 
was  utilized  effectively  alongside  exchange  controls. 

However,  among  economists,  opinion  on  the  effects  of  intervention  is  not  uni¬ 
versal.  In  the  previously  cited  article  by  Komiya  and  Suda,  doubts  are  ex¬ 
pressed  in  several  spots  about  the  effects  of  intervention.  Their  reasoning 
is  that  under  an  exchange  rate  that  is  different  from  people's  expectations, 
a  potential  Imbalance  in  the  supply  and  demand  of  foreign  exchange  is  extreme¬ 
ly  great.  In  contrast,  Mr  Fukao  (see  (7c)),  who  places  heavy  emphasis  on  the 
role  of  the  risk  premium  vls-a-vls  the  spot  rate,  states  that  under  a  given 
expected  rate  an  intervention  of  $10  billion  will  bring  about  a  15-yen  change 
in  the  spot  rate.  Fukao  evaluates  the  effect  of  an  intervention  of  this  ex¬ 
tent  to  be  small.  According  to  Professor  Amano,  who  acknowledges  a  somewhat 
larger  effect,®  an  intervention  of  $2  billion  during  the  fourth  quarter  of  a 
year  will  correspond  to  a  change  of  15  yen  in  the  spot  rate. 

In  this  sort  of  situation,  I,  having  but  glapced  at  the  existing  data,  cannot 
hope  to  deteanlne  the  effect  of  intervention.  In  what  follows,  I  cite  some 
figures  while  pursuing  intervention  through  the  four  phases,  but  I  attach  many 
reservations,  in  particular  to  my  statements  about  its  effects.  The  data  used 
is  the  spot  rate  and  the  private  balance  of  payments  of  foreign  exchange  funds 
following  the  shift  to  the  float.  All  of  the  figures  are  monthly  figures. 
Accurate  data  on  the  amount  of  the  interventions  has  not  been  made  public  and 
I  use,  as  is  common,  the  increase  or  decrease  in  foreign  currency  reserves 
(adding  appropriate  adjustments)  and  the  foreign  exchange  accounts  balance. 
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Judging  from  the  size  of  the  interventions,  a  deflator  is  necessary,  but  I 
did  not  hit  upon  an  appropriate  one  and,  in  the  end,  I  make  my  case  without 
a  deflator.  However,  because  the  figures  are  complicated,  I  wanted  to  ex¬ 
press  them  as  a  multiple  of  the  standard  deviation. 


Figure  3.  Changes  in  Long-term  Government  Bond  Yields  and  Overseas  Interest 
Rates 


Key: 

(1)  U.S.  Treasury  Bill  (3-Month)  Market  Yield 

(2)  U.S.  Government  Bond  (10-Year)  Circulation  Yield 

(3)  National  Bond  Maximum  Term  Price  Circulation  Yield  (Compound  Interest) 

(4)  Note;  Monthly  average  yield 

b)  Bank  of  Japan,  CHOSA  GAKUHO,  April  1983 


General  Intervention  Policy 

I  already  touched  on  the  yen-dollar  rate  in  the  previous  section,  but  if  we 
might  look  at  some  figures:  the  highest  for  the  10  years  was  302  yen;  the 
lowest,  184  yen;  and  the  average,  259  yen.  The  average  rate  of  change  from 
the  previous  month  was  virtually  zero,  and  the  standard  deviation  was  2,8 
percent.  This  makes  for  a  very  large  annual  rate  of  33.6  percent.  The  aver 
age  intervention  was  virtually  zero,  and  judging  from  the  entire  period  of 
the  float  system,  one  can  see  that  intervention  was  not  partial  to  either 
selling  or  buying.  Five  times  the  amount  of  the  Intervention  exceeded  twice 
the  standard  deviation  when  the  Intervention  consisted  of  buying  yen  and 
selling  dollars,  and  three  times  when  the  intervention  was  the  opposite. 
Except  for  February  1973,  the  former  converges  on  the  cheap  yen  period  from 
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1979  to  1980  (the  third  phase,  which  included  the  second  oil  crisis  and  the 
Carter  dollar  defense  policy).  Intervention  by  buying  dollars  occurred 
twice  in  the  strong  yen  period  from  1977  to  1978.  One  look  at  the  graph 
shows  that  there  are  no  indications  of  the  size  of  the  intervention  expand¬ 
ing  or  declining. 

While  the  rate  of  change  of  the  exchange  rate  over  the  previous  month  is 
weak,  it  follows  an  autocorrelation  (the  coefficient  of  the  first  period  was 
0.3,  and  from  the  second  period  on  was  practically  zero),  and  rejects  the 
random  walk  hypothesis.  However,  by  the  calculations  of  my  colleagues,  the 
random  walk  hypothesis  cannot  be  rejected  for  the  dally  exchange  rate.  The 
correlation  coefficient  between  the  rate  of  change  of  the  exchange  rate  and 
the  intervention  is  quite  high  at  0.5,  and  when  its  direction  is  to  inter¬ 
vene  by  selling  dollars  and  buying  yen,  the  exchange  rate  is  working  on  a 
cheap  yen.  As  stated  at  the  outset,  this  does  not  conflict  with  the  hypothe¬ 
sis  of  LAW  intervention.  Except  for  certain  periods,  Japan's  intervention 
policy  can  be  considered  to  be  LAW  intervention.  The  results  of  yen-dollar 
rate  research  by  a  foreign  country  (this  is  summarized  and  cited  in  pages 
67-69  of  (3)),  generally  supports  the  LAW  hypothesis.  Japan's  authorities 
also  frequently  make  statements  to  that  effect. 

Verifying  whether  the  intervention  was  sterile  is  outside  the  scope  of  this 
manuscript,  but  just  from  looking  at  the  correlation  coefficient,  the  rate 
of  change  between  Ml  and  M2  has  close  to  no  correlation  with  the  change  of 
the  exchange  rate  at  present  and  in  the  past.  On  the  other  hand,  the  present 
and  past  value  of  the  net  private  payment  of  foreign  exchange  capital  has  a 
very  slight  but  negative  correlation  with  the  Increase  of  the  money  supply. 

If  we  look  at  the  money  supply  record  as  a  result  of  sterilization,  we  must 
ultimately  view  Japan's  interventions  as  sterile.  Although  the  Intervention 
after  the  Nixon  shock  was  not  sterile  and  was  one  of  the  prime  causes  of  the 
1973  Inflation,  we  can  say,  when  comparing  it,  that  our  monetary  authorities 
acted  wisely.  Conversely,  there  are  those  who  may  believe  that  when  the  size 
of  the  Intervention  was  small,  and  the  intervention  was  not  sterile,  exchange 
rate  policy  was  inadequate . ^  ° 

The  First  Oil  Crisis;  Before  and  After 

Having  gone  about  my  general  narrative  in  this  fashion,  let  me  now  take  up 
intervention  during  each  phase.  As  already  described,  the  period  up  to 
October  1973  operated  just  like  a  fixed  rate  market,  but  this  was  accompanied 
by  a  yen-buying  intervention  of  a  considerable  size.  One  can  be  critical,  as 
are  the  essays  by  Komlya  and  Suda,  about  intervention  for  the  purpose  of  main¬ 
taining  the  exchange  rate  level  under  the  float.  At  the  very  least,  it  could 
not  be  considered  to  be  LAW  intervention,  and  it  cannot  be  rationalized  from 
the  subsequent  position  of  Japanese  authorities.  Looking  back  on  the  first 
oil  crisis,  the  enormous  loss  of  foreign  currency  can  only  be  evaluated  as 
deplorable. 

An  analysis  of  the  monthly  data  of  the  intervention  policy  of  the  1  or  2 
months  following;  the  first  oil  crisis  is  unwarranted;  the  reader  can  use  the 
essays  by  Komlya  and  Suda  as  references.  After  March  1973,  the  size  of  the 
intervention  was  small  (generally  about  one-third  of  the  standard  deviation). 


81 


the  direction  was  reversed,  and  no  noticeable  intervention  policy  was  imple¬ 
mented.  If  we  can  be  critical  of  the  intervention  policy  of  this  period,  let 
us  work  toward  the  point  that  LAW  intervention  was  not  adequately  carried  out. 
However,  I  cannot  say  that  I  am  confident  enough  to  criticize  the  laissez- 

faire  "strong  yen  interlude"  of  April  1974  under  the  circumstances  of  that 

time.^^ 

In  the  previous  section  I  referred  to  the  slack,  weak  yen  of  1975  during  the 
second  phase.  Other  than  the  purchase  of  a  somewhat  large  amount  of  yen  in 
August  and  September  of  that  year  (which  in  sum  was  1.8  times  the  standard 
deviation),  intervention  was  virtually  nil.  Except  for  these  2  months,  LAW 
Intervention  was  also  very  slight.  Judging  from  the  international  balance 
of  payments,  the  balance  of  trade  showed  a  large  surplus,  and  there  was  an 
apparent  improvement  in  the  current  accounts  balance.  Intervention  in  the 
third  quarter  was  virtually  zero.  If  we  are  to  be  critical  of  the  laissez- 

faire  "strong  yen  interlude"  of  April  1974,  when  I  think  we  cannot  escape  from 

criticizing  the  laissez-faire  weak  yen  of  1975.  Of  course,  let  us  not  give 
much  merit  to  the  loss  of  foreign  currency  reserves. 

The  Strong  Yen  of  1977  and  1978 

The  period  from  1976  to  October  1978  was  a  strong  yen  period,  especially  dur¬ 
ing  the  latter  2  years,  and  intervention  consisted  of  the  LAW  dollar-buying 
variety  (yen  were  bought  only  in  December  of  1976).  The  extent  of  the  inter¬ 
vention  up  to  October  of  1977  was  small.  However,  intervention  increased  sub¬ 
stantially  in  that  month,  and  the  intervention  in  that  month  and  in  March  1978 
exceeded  twice  the  standard  deviation  (the  latter  was  4.8  times).  Valued  in 
dollars,  the  intervention  was  said  to  be  $12.5  billion  in  the  latter  half  of 
that  year,  and  the  increase  in  foreign  currency  reserves  from  the  beginning 
of  1976  to  October  1978  reached  $16  billion  (Including  interest  income).  This 
was  quite  a  large  Intervention,  but  even  it  could  not  prevent  the  increase  in 
the  yen— dollar  rate  to  around  180  yen.  I  do  not  believe  there  is  any  dissen¬ 
sion  from  the  view  that  180  yen  overshot  the  mark,  but  if  that  is  the  case, 
how  should  we  assess  the  intervention  during  this  phase? 

The  most  explicit  statement  is  the  argument  that  intervention  had  no  effect, 
that  "to  stop  and  start  the  progress  of  the  strong  yen  by  means  of  large-scale 
interventions  was  nothing  more  than  to  temporarily  slow  down  the  pace  from 
several  days  to  several  weeks."  From  the  viewpoint  that  intervention  has  an 
effect,  one  can  say  that  without  intervention  the  yen  would  have  climbed  even 
higher.  However,  we  must  not  overlook  the  simple  application  of  the  figures 
provided  by  Fukao  and  Amano,  which  were  cited  earlier.  That  is  because  (in 
the  Fukao  model)  the  expected  rate  should  change,  and  (in  the  Amano  model) 
mutual  operation  of  the  exchange  rate  and  other  variables  occurs.  If  I  may 
dare  to  venture  an  opinion,  I  am  in  favor  of  the  view  that  intervention  had  no 
effect.  As  mentioned  in  the  previous  section,  the  rate  of  a  little  over  200 
yen  is  viewed  as  a  balanced  rate  that  was  in  accord  with  the  current  accounts 
balance.  To  prevent  it  from  taking  place  by  intervention  was  difficult.  I 
would  like  to  consider,  as  the  bandwagon  effect,  the  time  during  which  the 
rate  went  beyond  this  figure  and  proceeded  to  180  yen.  That  rise  might  have 
been  hampered  by  a  further  large-scale  intervention.  However,  I  do  not  believe 
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that  the  bandwagon  effect  could  have  gone  beyond  30  yen,  and  I  find  it  diffi¬ 
cult  to  believe  that  the  yen  could  have  gone  much  beyond  180  yen,  even  without 
intervention. 

Admittedly,  the  effect  of  the  interventions  of  the  second  phase  can  be  sought 
in  the  increase  of  foreign  currency  reserves,  I  do  not  believe  that  this 
profit  was  slight.  In  the  short  term  there  was  a  capital  loss,  but  because 
foreign  reserves  are  maintained  in  dollars,  the  loss  in  value  accompanying 
the  change  in  the  exchange  rate,  as  indicated  in  yen,  was  of  course  only  a 
paper  loss.  The  real  capital  loss  of  foreign  currency  reserves  is  determined 
by  the  equilibrium  of  interest  rates  and  the  inflation  in  the  price  of  imported 
goods,  as  stated  in  dollars.  This,  from  a  long-range  view,  was  not  all  that 
great. 

The  Third  and  Fourth  Phases 

In  the  third  phase,  because  of  the  second  oil  crisis  that  followed  right  upon 
the  dollar  defense  policy,  the  yen  dropped  80  yen  in  a  year  and  a  half  (and, 
by  using  the  GNP  deflator,  the  drop  in  the  real  rate  was  even  greater).  Part 
of  the  drop  was  a  correction  of  the  bandwagon  effect  of  the  second  period, 
and  part  of  the  drop  was  an  "overshot"  in  the  direction  of  a  weak  yen.  How¬ 
ever,  the  drop  in  the  real  yen  rate  after  the  oil  crisis  was  unavoidable^^®); 
at  that  time,  prices  were  stable,  and  it  was  unnecessary  to  worry  about  the 
import  inflation  effect  of  a  cheap  yen.  Of  course,  it  was  not  that  there  were 
no  advocates  of  monetarily  accommodating  the  rise  in  the  price  of  oil.  At 
any  rate,  I  believe  that  there  was  no  cause  to  counter  a  reversion  from  a 
rate  of  180  yen  (in  fact,  a  yen-selling  Intervention  was  carried  out  at  the 
end  of  1978),  and  that  there  was  no  reason  to  counter  the  drop  in  the  yen 
rate  after  the  rise  in  the  price  of  oil. 

However,  intervention  in  this  phase  was  large.  The  direction  was  LAW,  and 
when  the  rise  in  the  yen  continued  into  the  summer,  yen-selling  intervention 
was  carried  out.  However,  while  the  yen-selling  intervention  was  small,  the 
dollar-selling  intervention  was  huge.  The  interventions  that  exceeded  twice 
the  standard  deviation  were  four  times  the  standard  deviation  (this  is  a 
monthly  average  value).  Judging  from  the  decline  in  foreign  currency  re¬ 
serves,  the  intervention  reached  $8.8  billion  (which  was  reached  by  subtract¬ 
ing  the  SDR  allotment,  but  not  adjusting  interest  income).  Just  as  with  the 
second  phase,  I  have  difficulty  determining  whether  this  large-scale  interven¬ 
tion  was  effective.  As  I  have  already  stated,  I  would  like  to  Interpret  the 
yen-dollar  irate  of  around  250-yen  as  a  bit  excessive,  judging  from  the  surge 
in  the  volume  of  exports  from  that  time  on,  and,  in  that  sense,  I  believe  that 
the  intervention  was  generally  Ineffective.  The  intervention  of  the  third 
phase  was  LAW,  and  should  not  be  criticized  as  far  as  direction  is  concerned. 
However,  in  spite  of  its  large  size,  this  intervention  could  not  prevent  the 
bandwagon  effect,  and  did  nothing  more  than  reduce  foreign  currency  reserves. 

To  be  fair,  one  should  at  this  time  introduce  the  self-evaluation  of  Japan's 
monetary  authorities  into  the  narrative  on  intervention  policy.  According  to 
the  finance  ministers'  summit  report,  from  the  latter  half  of  1977  to  the 
latter  half  of  1978  "there  were  numerous  intances  during  the  great  rise  in  the 
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yen  when  intervention  held  down  the  bandwagon  effect  and  reduced  the  short¬ 
term  instability  of  the  exchange  rate."  Moreover,  the  report  asserts  that  from 
1979  to  the  beginning  of  1980  and  from  January  1981,  "intervention  in  the 
period  of  the  cheap  yen  eased  the  drop  in  the  yen."  As  for  cooperative  inter¬ 
vention,  November  1978  and  March  1980  were  times  in  which  U.S.  authorities 
"showed  by  their  statements  and  positive  intervention  that  their  own  views 
on  the  exchange  rate  were  in  accord  with  Japan’s  views,"  and  the  effectiveness 
of  intervention  was  said  to  be  "dramatically  increased," 

Some  of  the  aforementioned  views  of  the  authorities  refer  to  the  fourth  phase,  ^ 
but  the  intervention  in  the  fourth  phase  was  generally  small-scale.  Other 
than  the  yen-selling,  dollar-buying  interventions  of  June  and  July  1981,  each 
of  which  were  about  twice  the  standard  deviation,  the  only  intervention  worth 
noting  was  the  consistent  yen-buying  intervention  when  the  yen  was  weak  in 
1982.  The  Interventions  of  June  and  July  1981  were  unusual  because  during  this 
time  the  yen  was  becoming  weaker.  Judging  from  the  assertions  of  the  authori¬ 
ties  in  the  previous  paragraph,  that  ought  to  have  been  a  yen-buying  interven¬ 
tion,  Foreign  currency  reserves  also  increased,  but  perhaps  the  monthly  aver¬ 
age  data  is  inadequate.^®  The  yen-buying  intervention  of  1982  was  a  LAW, 
intervention.  The  decline  in  foreign  currency  reserves  during  the  year  was 
$5  billion.  When  we  compare  this  also  to  the  70-yen  decline  in  the  yen  rate, 
the  intervention  does  not  appear  to  be  all  that  large.  The  view  is  widening 
that  the  exchange  rate  for  1981  and  1982  should  be  called  an  interest  rate 
quotation ,  and  is  effected  by  U.S.  interest  rates.  Most  observers  may  be 
reconciled  to  the  fact  that  this  cannot  be  resolved  by  Intervention, 

In  summation,  except  for  the  time  of  the  first  oil  crisis,  we  cannot  judge 
whether  intervention  had  the  effect  of  stabilizing  the  exchange  rate.  The 
least  we  can  say  is  that  the  great  changes  in  the  exchange  rate  after  1978 
occurred  in  spite  of  interventions  of  considerable  size.  We  have  no  reason 
to  strongly  criticize  LAW  intervention  policy,  but  we  also  have  no  reason  to 
give  it  a  positive  evaluation. 

4.  Monetary  Policy  as  Exchange  Rate  Policy 

We  will  look  at  monetary  policy  as  exchange  rate  policy  first  by  considering 
the  extent  to  which  monetary  policy  is  used  in  the  management  of  the  yen- 
dollar  rate  and  its  effects,  and  second  by  keeping  in  mind  the  situation  over 
the  latest  2  or  more  years  and  taking  up  the  question  of  the  extent  to  which 
considerations  in  terms  of  exchange  rate  policy  hindered  the  pursuit  of  domes¬ 
tic  targets. 

Monetary  Policy  and  External  Targets 

Japanese  monetary  policy  is  said  to  be  very  conscious  of  external  targets. 
During  the  high  growth  era  of  the  1950 's  and  1960’s,  recovery  in  Japan's 
international  balance  of  payments  was  an  important  target  right  alongside 
domestic  recovery.  After  the  Nixon  shock,  the  prevention  of  a  revaluation  of 
the  yen  was  said  to  be  one  of  the  aims  of  monetary  policy.  Although  there 
are  no  noteworthy  episodes  after  the  shift  to  the  float,  the  results  of  re¬ 
search  show  that  the  operations  of  monetary  policy  take  external  targets  into 
consideration. 
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For  sxdinpls}  the  research  of  Prof  S«  Black^^^V  expresses  Japan*s  nionetary 
policy  by  the  discount  rate,  the  deposit  reserve  ratio  and  the  window  re¬ 
strictions,  and  presumes  that  that  policy  can  be  explained  by  whatever 
domestic  and  external  economic  factors  exist  in  any  period,  including  the 
pegged  price  and  the  float.  Economic  variables  such  as  the  unemployment 
rate  and  the  deflation  gap  are  significant,  but  prices  are  not  necessarily 
so.  International  balance  of  payments  related  variables,  such  as  foreign 
currency  reserves,  the  real  balance  of  trade  and  comparisons  with  the  cost 
of  labor  overseas  are  all  significant.  Although  the  exchange  rate  itself  is 
not  considered  (even  in  the  pegged  price  era),  he  seems  to  be  saying  that 
monetary  policy  has  taken  international  variables  into  account  since  the 
shift  to  the  float. 

On  the  other  hand,  if  we  look  at  the  correlation  of  the  money  supply  and  the 
call  rate  with  the  exchange  rate,  this,  as  has  been  mentioned  before,  is  prac¬ 
tically  zero.  In  other  words,  for  both  Ml  and  M2  (plus  CD’s)  in  the  money 
supply,  the  correlation  coefficient  with  the  rate  of  change  in  the  exchange  rate 
was  minus,  and  near  zero,  up  until  the  last  3  months.  Indications  are  that 
although  money  supply  does  not  conflict  with  the,  existence  of  exchange  rate 
policy  (a  strong  yen  has  occurred  in  the  past  along  with  an  increase  in  the 
money  supply),  the  coefficient  is  entirely  insignificant.  The  correlation 
coefficient  with  the  cell  rate  level  is  plus,  and  near  zero,  and  the  interpre¬ 
tation  of  the  money  supply  holds  entirely  true  for  the  call  rate  as  well.  The 
call  rate  is  expected  to  best  reflect  a  short-term  monetary  stance,  and  the 
above  correlation  coefficient  suggests  that  short-term  monetary  policy  has  not 
been  used  by  Japan  as  exchange  rate  policy. 

If  I  might  have  a  word  on  each  of  the  four  phases,  monetary  policy  at  the  time 

of  the  first  oil  shock  was  highly  restrictive,  but  this  was  an  anti-inflation 

measure  rather  than  exchange  rate  policy.  During  the  strong  yen  era  of  the 
second  phase,  there  are  no  indications  that  monetary  policy  took  the  exchange 
rate  into  special  account,  and  we  can  interpret  the  low  Interest  rate  of  1978 
(in  which  the  call  rate  was  the  lowest  on  record  for  the  10  years  and  the  dis¬ 
count  rate  was  3.5  percent)  as  exchange  rate  policy.  (See  (3)  p  52)  In 
response  to  the  second  oil  crisis  of  the  third  phase,  Japan  turned  to  a  tight 

monetary  policy.  That  the  policy  did  not  rush  to  accommodation  of  the  oil 

crisis  can  be  highly  appreciated,  but  monetarists  were  able  to  criticize  its 
9trln|ency  (in  particular,  the  rapid  decrease  in  the  rate  of  increase  of 
Ml),(  )  In  any  case,  this  was  a  preventive  tight  money  policy  against  infla¬ 

tion,  and  while  it  had  its  aversion  to  a  weakening  yen,  it  was  a  domestic 
policy  rather  than  an  exchange  rate  policy.  If  there  was  a  measure  that  could 
be  called  exchange  rate  policy,  it  might  be  the  raising  of  the  discount  rate 
in  November  1979  (along  with  the  leap  in  the  call  rate),  for  this  measure 
could  be  Interpreted  as  a  reaction  to  the  upward  surge  in  U.S.  interest  rates 
rather  than  to  the  domestic  situation. 

As  for  the  period  subsequent  to  monetary  tightening  by  the  United  States 
(which  period  is  virtually  all  of  the  fourth  phase),  we  will  discuss  the  link¬ 
age  problem  of  Japanese  and  U.S.  Interest  rates,  and  the  assertion  that  high 
Interest  rates  in  the  United  States  constrict  Japan’s  monetary  policy.  We  do 
this  because  it  is  virtually  self-evident  that  Japan's  monetary  policy  is  very 
conscious  of  the  yen-dollar  rate. 
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Are  Japanese  and  U. S.  Interest  Rates  Linked? 

If  Japan’s  monetary  policy  became  constrictive  in  order  to  avoid  a  decline  in 
the  yen-dollar  rate,  I  feel  it  is  appropriate  to  recognize  the  truth  in  that 
assertion  (that  high  U.S.  interest  rates  are  the  prime  cause  of  the  weak  yen), 
but  (go  back  to  the  first  section)  this  is  difficult  to  favor  as  policy.  The 
autonomy  of  monetary  policy  brought  about  by. the  float  is  expressed  in  the 
changes  in  the  exchange  rate.  Moreover,  this  is  because  the  adverse  effects 
of  a  weak  yen  on  the  Japanese  economy  cannot  be  considered  to  be  too  great. 
However,  to  assert  that  the  constraints  emerged  because  Japanese  and  U.S. 
interest  rates  are  linked  requires  a  bit  more  attention  and  closer  study. 

First  of  all,  there  is  truth  to  the  linkage  of  interest  rates,  but  as  pointed 
out  in  last  year’s  "Economic  White  Paper,"  since  the  end  of  1979,  there  can  be 
no  mistaking  that  the  interest  rates  of  other  countries  have  narrowed  their 
spreads  with  the  interest  rates  in  the  United  States.  However,  the  detailed 
movements  of  short-term  interest  rates  are  quite  different,  especially  between 
the  United  States  and  Japan,  and  any  appearance  of  linkage  can  only  be  applied 
in  a  very  weak  sense. I  object  to  taking  the  movement  of  private  funds  as 
the  route  by  which  short-term  rates  are  linked  via  the  exchange  rate,  and  I 
made  this  point  in  the  first  section.  However,  because  a  country’s  short-term 
rates  and  long-term  rates  are  ordinarily  linked,  I  do  not  mean  to  object  to  an 
econometric  analysis  that  uses  the  former. 

As  for  long-term  Interest  rates,  the  image  of  a  narrowing  spread  appears  as 
well.  Although  long-term  interest  rates  declined  during  the  monetary  easing 
of  1977  and  1978,  they  did  not  decline  during  the  easing  of  1981  and  1982.  This 
can  be  regarded  as  a  narrowing  of  the  spread  with  the  leap  in  long-term  U.S. 
Interest  rates.  With  regard  to  long-term  interest  rates,  I  feel  that  the  ex¬ 
change  rate  is  closely  related  to  the  difference  in  real  Japanese  and  U.S. 
interest  rates,  because  of  private  actions.  (Refer  to  the  first  section.) 
However  >  the  mechanism  by  which  the  long-term  rates  of  both  countries  are 
linked  is  not  all  that  clear. 

The  reason  that  the  difference  in  interest  rates  changes  the  exchange  rate  is 
not  because  of  movements  of  large  quantities  of  funds.  The  flow  of  capital, 
in  a  broad  sense,  is  the  flip  side  of  the  current  accounts  balance,  and  since 
the  current  accounts  balance  does  not  react  immediately  even  though  a  differ¬ 
ence  in  interest  rates  occurs,  a  movement  of  funds  cannot  take  place.  Rather, 
incipient  movement  of  capital  winds  up  not  taking  place  because  the  exchange 
rate  changes. The  view  is  not  correct  that  a  rise  in  Interest  rates  accom¬ 
panies  high  U.S.  interest  rates,  a  large  outflow  of  funds  to  the  United  States, 
a  drop  in  the  yen  rate,  and  a  shortage  of  funds  within  Japan.  In  fact,  when 
we  study  Japanese  data,  there  is  no  evidence  that  in  seeking  the  interest 
rate  differential  a  large  amount  of  capital  flowed  out  of  Japan. \  ) 

The  Autonomy  of  Monetary  Policy 

Even  though  I  have  stated  above  that  interest  rates  are  linked  in  Japan  and  the 
United  States  (especially  long-term  rates),  there  is  the  persuasion  which 
doubts  whether  the  linkage  is  brought  about  by  private  actions .  I  have  already 


86 


cited  an  explanation  of  the  medium  of  private  actions, but  problems  re¬ 
main,  such  as  the  relationship  of  long-term  rates  within  a  country*  If  the 
linkage  through  private  actions  is  weak,  then  what  linkage  that  is  seen  is 
brought  about  by  policy-making  authorities.  When  U.S.  interest  rates  rise, 
the  authorities  may  implement  tight  money  policies  (out  of  concern  for  a 
drop  in  the  yen),  and  consequently,  people  will  buy  long-term  securities 
expecting  such  action  by  the  authorities. 

The  steadiness  of  Japan *s  long-term  interest  rates  in  1981  and  1982  was  a 
product  of  several  factors.  A  small  part  of  that  was  that  U.S.  interest  rates 
are  linked  through  private  actions  (and  long-term  funds  and  short-term  funds 
move  in  opposite  directions).  The  authorities  were  averse  to  a  drop  in  the 
yen  rate  arid  haphazardly  carried  out  an  easing  of  monetary  policy.  Moreover, 
the  large  fiscal  deficit  produced  a  sentiment  for  an  excess  of  national  bonds, 
and  the  money  center  banks  began  to  feel  pressure  to  sell  national  bonds. 
According  to  the  analysis  of  the  Bank  of  Japan, the  effect  of  high  U.S. 
interest  rates  was  great  in  1981,  and  the  pressure  to  sell  national  bonds  was 
great  in  1982. 

The  harm  done  under  the  float  to  the  autonomy  of  monetary  policy  is  just  a 
part  of  what  originates  purely  through  the  actions  of  the  private  sector  be¬ 
cause  of  the  linkage  of  Japanese  interest  rates  to  U.S.  interest  rates.  When 
we  judge  this  on  the  basis  of  the  points  stated  above,  we  see  that  this  part 
is  riot  very  great.  However,  to  do  a  further  detailed  study  of  autonomy  would 
require  me  to  analyze  closely  the  relationship  of  the  Japanese  and  U.S.  econo¬ 
mies.  At  the  present  time,  there  appear  to  be  many  difficult  points  in  analyz¬ 
ing  that  relationship. 

Concluding  Remarks 

To  the  assertion  that  when  there  are  high  Interest  rates  in  the  United  States, 
the  autonomy  of  monetary  policy  will  be  harmed,  I  have  indicated  a  rebuttal 
asking  for  the  evidence.  However,  there  is  the  position  of  paying  close  atten¬ 
tion  to  the  adverse  effect  of  the  drop  of  the  yen-dollar  rate  itself.  When  one 
considers  that  the  effectiveness  of  intervention  and  quantitative  exchange  con¬ 
trols  is  extremely  limited,  then  one  may  feel  that  there  is  no  way  out  but  to 
maintain  high  domestic  Interest  rates.  However,  if  the  basic  cause  of  the  drop 
in  the  yen  is  the  difference  between  long-term  interest  rates  in  Japan  and  the 
United  States,  then  it  can  be  expected  that  a  weak  yen  could  be  prevented  by 
simply  levying  a  small  interest  equalization  tax  on  the  movement  of  funds.  The 
assessment  of  an  interest  equalization  tax  may  be  structurally  difficult,  but 
there  are  no  indications  it  has  been  considered  in  Japan.  Should  not  an  equal¬ 
ization  tax,  which  uses  the  price  mechanism,  merit  some  consideration,  rather 
than  always  making  180  degree  turns  by  using  quantitative  exchange  controls. 


FOOTNOTES 

1.  There  is  little  chance  of  finding  a  standard  definition  of  exchange  rate 
policy.  I  have  come  across  many  texts,  both  domestic  and  foreign,  which 
discuss  international  monetary  affairs,  but  examples  of  independent 
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chapters  on  this  subject  are  rare.  Of  course,  there  is  the  phrase, 
"exchange  rate  policy,"  but  its  meanings  are  diverse.  Relatively 
straightforward  treatments  of  the  term  can  be  found  in  entry  (1)  in  the 
bibliography  (which  I  have  just  cited  in  the  text),  entry  (2)  by 

S.  Black,  and  entry  (3)  by  V,  Argy,  The  last-named  Includes  a  detailed 
bibliography  of  all  the  related  literature  up  to  the  present. 

2,  Frankly  speaking,  I  am  not  well  versed  in  cooperative  intervention 
theory.  In  particular,  I  find  it  somewhat  difficult  to  understand  why 
on  the  one  hand  some  advocate  that  this  intervention  must  be  carried 

out  secretly  while  on  the  other  hand  some  explain  that  cooperative  inter¬ 
vention  shows  the  resolve  of  the  authorities, 

3,  The  results  of  the  econometric  analysis  have  not  been  announced,  I  hope 
by  all  means  that  they  are  announced,  since  the  analysis  uses  the  exact 
quantitative  amounts  of  the  interventions.  Incidentally,  Incomplete 
fungibility  of  two  securities  is  a  necessary  condition  for  intervention 
to  be  effective,  but  not  a  sufficient  condition.  If  the  expected  future 
exchange  rate  or  Interest  rate  changes  because  of  intervention,  it  is  pos¬ 
sible  that  the  present  exchange  rate  will  not  change  (i.e,,  that  interven¬ 
tion  will  have  no  effect), 

4,  The  aforementioned  finance  ministers'  summit  report  is  divided  into  short¬ 
term,  midterm,  long-term  and  miscellaneous  sections,  and  lists  a  total  of 
14  objectives  of  Intervention,  LAW  intervention  is  classified  as  a  mid¬ 
term  objective.  Exchange  rate  objectives  are  classified  as  both  midterm 
and  long  term.  Short-term  objectives  include  Intervention  that  is  targeted 
to  preserve  psychological  rate  barriers,  for  example. 

5,  See  Komiya  and  Suda  (entry  (8a))  on  the  point  that  short-term  interest 
rates  are  not  Important  as  a  decisive  factor  in  the  exchange  rate.  See 
Fukao  (entry  (7a)  and  (7b))  about  the  relationship  between  long-term  real 
Interest  rates  and  the  level  of  exchange  rates, 

6,  With  regard  to  what  I  will  mention  about  the  shifts  in  exchange  controls, 
other  than  the  articles  by  Komiya  and  Suda,  I  consulted  a  May  1982  un¬ 
published  article  by  Akiyoshi  Horiuchl,  "Monetary  Policy  in  Postwar  Japan; 
Monetary  Control  by  the  Bank  of  Japan,"  but  being  an  unfinished  manuscript, 
it  is  not  listed  in  my  bibliography.  Other  than  that,  I  have  many  times 
consulted  such  standard  material  as  "The  Annual  Report  of  the  International 
Finance  Bureau  of  the  Ministry  of  Finance." 

7,  If  we  are  to  compare  export  and  import  volumes,  taking  1976  as  a  base  year 
of  100,  we  find  an  Increase  in  exports  to  140  in  1987,  If  we  convert  the 
price  of  goods  exported  to  the  United  States  into  dollars  and  compare  the 
price  with  U.S.  prices,  by  mid-1978  there  is  a  rise  of  no  more  than  20  per¬ 
cent  over  1975.  When  we  go  so  far  as  to  consider  the  differences  in 
quality,  we  can  assume  that  Japan's  competitive  strength  was  maintained, 

8,  However,  the  intervention  of  this  period  was  small-scale,  and  was  in  the 
direction  of  preventing  a  weak  yen.  When  we  look  at  the  economic  argument 
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of  that  time,  as  presented  in  "The  Path  of  Fiscal  and  Monetary  Policy 
since  1955,"  which  was  edited  by  the  Research  and  Planning  Division  of  the 
Ministry  of  Finance,  the  central  theme  is  the  propriety  of  tight  monetary 
policies.  Pehaps  capital  inflow  restrictions  should  be  regarded  as 
strengthening  tight  monetary  policies. 

9.  The  measurements  done  by  Fukao  are  according  to  the  stock  model  and  do  not 

rely  on  a  period,  but  we  should  take  note  that  the  statements  by  Komiya 
and  Suda  and  the  measurements  ^  5ip.Jtake  ijitp., account  a  specific  ' 

period.  Moreover,  since  I  do  not  fully  understand^ ^ano*s  model,,  I  am 
perhaps  mistaken  in  calling  the  above  figures  an  effect  of  intervention 
in  the  ordinary  sense. 

10.  When  we  glance  and  compare  the  quarterly  base  money  figures  in  the  foreign 
exchange  account  versus  the  private  balance  of  payments,  it  is  unlikely 
that  we  will  find  any  sort  of  relationship  between  the  two. 

11.  The  assertions  of  Komiya  and  Suda  (other  than  their  fundamental  criticism 
of  exchange  controls)  are  that  the  international  balance  of  payments 
deficit  should  be  reflected  in  the  exchange  rate,  and  that  foreign  cur¬ 
rency  reserves  should  be  Increased  by  dollar— buying  Intervention.  However, 
if  we  were  to  make  a  straight  line  out  of  the  yen-dollar  rate  between 
March  1973  and  the  end  of  1975,  the  278  yen  of  April  1974  would  virtually 
be  at  the  top  of  this  trend. 

12.  There  are  probably  many  who  oppose  evaluating  an  increase  in  foreign  cur¬ 
rency  reserves  positively  and  critically  evaluating  a  reduction  in  these 
reserves.  I  believe  the  foreign  currency  reserves  of  Japan  are  too  small. 
The  foreign  currency  reserves  of  the  major  countries  at  the  end  of  last 
year  were:  the  United  States,  $34  billion;  West  Germany,  $50.5  billion; 
France,  $53.4  billion;  Great  Britain,  $19.7  billion;  Italy,  $37.8  bil¬ 
lion;  and  Japan,  $23.3  billion.  (Gold  is  the  measure  of  value  in  each 
country.)  Japan’s  gold  reserve  is  small,  and  even  if  its  value  is  con¬ 
verted  to  a  par  with  Western  Europe,  it  is  only  increased  to  about  $10 
billion. 

13.  Mr  Fukao,  who  took  the  pains  to  comment  on  this  essay,  has  pointed  out  to 
me  that  the  figures  for  June  and  July  1981  (as  well  as  for  December  of 
that  year)  are  inadequate  as  intervention  data,  since  they  include  factors 
unrelated  to  the  intervention,  such  as  the  redemption  of  Ministry  of 
Finance  securities.  Since  the  intervention  would  be  a  small-scale  yen¬ 
buying  Intervention  if  the  redeemed  portion  were  excluded,  doubts  about 
this  statement  will  melt.  (I  write  this  while  proofreading.) 

14.  We  must  make  reservations  about  real-term  Interest  rates.  The  equaliza¬ 
tion  between  Japan  and  the  United  States  of  real  interest  rates  making  use 
of  wholesale  prices  can  be  rejected,  but  that  which  employs  consumer 
prices  cannot  be  rejected.  In  the  cases  of  the  other  major  countries, 

no  matter  which  type  of  price  is  used,  equalization  is  rejected. (^^) 

If  real  interest  rates  are  equalized,  the  autonomy  of  short-term  monetary 
policy  is  lost.  Of  course,  we  do  not  know  whether  the  loss  is  caused  by 
private  actions  or  by  the  authorities’  exchange  rate  policy. 
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.  This  is  the  standard  view  of  the  exchange  rate  under  the  float,  but 
according  to  Komiya  and  Suda,  people's  understanding  is  not  quite  ade¬ 
quate.  Incidentally,  within  one  country,  the  fungibility  of  short-term 
and  long-term  securities  is  limited,  and  internationally,  when  long-term 
securities  are  fungible  by  means  of  the  exchange  rate,  short-term  funds 
and  long-term  funds  move  in  opposite  directions,  and  the  international 
linkage  of  long-term  interest  rates  arises. 
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